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Saving Time... 


This is the age of speed . . . we find it in travel .. . in new 
manufacturing processes . . . in “paper work”... and in 
a multitude of ways to get things done faster . . . and 
better. In most cases saving time can be an advantage, 
but there are exceptions. One exception is the planning of 
an investment program. Here, too much speed might be 
harmful. To prepare an investment program suited to 


your needs requires careful planning. 


Because each person’s requirements are different, in- 
vestment becomes a personal matter, a matter which 
should only be dealt with carefully and, preferably with 


the help of experienced people. 


Providing investment advice is an important part of 
our business. If you would like us to help you design an 
investment program... or to select securities for your 
present program, we may be able to save time for you 
but, more important, we think we can help you do a 


better job. 
¢xperienced people in each of our offices will be happy 
to discuss your investment problems with you in person, 


or by mail, whichever is more convenient to you. 


A. E. Ames & Co. 


Limited 


Business Established 1889 


TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 
VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 




















NEW KEYSORT TABULATING PUNCH 


Today’s only 
machine that 
automatically 
code-punches 
and tabulates 
original records. 


It’s unique. It code-punches quantities 
and amounts in keysort cards... 
tabulates them... then reads, prints, 
duplicates and summarizes these figures 
—for the preparation of any management 
report necessary. 


Rental is less than $100 a month. 
Operation is simplicity itself. 
This tab punch will deliver fast, 
accurate, low-cost data processing 
wherever it’s required. 


It’s just one member of a whole family 
of flexible equipment and methods 
McBee offers to help you cut 
automation down to size. 


NICBEE orrce surom 
Cc OFFICE AUTOMATION 


The McBee Company Limited, 179 Bartley Drive, Toronto 16, Ontario 


OFFICES IN PRINCIPAL CITIES ACROSS CANADA 
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PHONE OR WRITE FOR FREE COPY OF 
OUR 30-PAGE BOOK ON THE NEW 


Estate Tax Act 


National 
shold 


TORONTO MONTREAL HAMILTON 
WINNIPEG * EDMONTON CALGARY 


VANCOUVER VICTORIA 





No, 
we dont 
employ 
beautiful 
spies ! 





... but, executives in business and industry 
do benefit from the work done for them 
by the Commercial Intelligence Division 
of Imperial Bank of Canada. For example, 
this skilled department prepares reports 
and briefs concerning industrial sites, 


marketing opportunities and situations, 
facilities, and manufacturers’ agents. See 


your local Branch Manager of Imperial 
BAN KC 222 wie built 


for complete information. 
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L. F. URWICK (page 303) 

The author of “The Objectives of 
Management” is chairman of the Brit- 
ish management consultants firm of 
Urwick, Orr and Partners Limited, 
London, England. But this fact re- 
veals only a fraction of the back- 
ground of Colonel Lyndall F. Urwick, 
who, for the past 30 years, has been 
advising governments and business 
alike on the successful practice of 
management. His published works 
in this field include many books and 
several hundred articles and pamph- 
lets which have appeared in profes- 
sional and trade journals throughout 
the world. The present article is real- 
ly a plea for a better knowledge of 
the general objectives of business 
which should be understood by every 
employee whatever his position. 

“Only by taking steps to make each 
individual aware of the broad pur- 
pose of the operations of the group 
towards which his work is a contribu- 
tion, can the business enterprise hope 
to enlist his cooperation and enthu- 
siasm”, he writes. “Unless this is done 
the modern large scale business enter- 
prise is bound to develop into a bur- 
eaucracy in which men and women 
‘go through the motions’ but make 
little or no positive contribution to the 
undertaking.” 

Educated in New College, Oxford, 
Colonel Urwick was organizing secre- 
tary for Rowntree & Company for 
eight years after World War I and 
in 1934 founded the firm that bears 
his name. During World War II he 
was consultant in organization to HM 





Treasury, a member of the Mitcheson 
Committee on the Ministry of Pen- 
sions and a member, Formative Com- 
mittee for the Administrative Staff 
College. From 1945 to 1947 he was 
chairman, Ministry of Education 
Committee on Education for Manage- 
ment. He is a founder member and 
former vice-chairman of Council of 
the British Institute of Management 
and in 1952 was appointed director, 
American Management Association 
Inquiry into Management Develop- 
ment. As a result of this wide experi- 
ence he was invited to deliver the 
Merrill Foundation Lecture at the 
University of Minnesota in 1955 and 
under similar circumstances has spok- 
en at other American and Canadian 
universities. His most recent appoint- 
ments were in 1956 as Colombo Plan 
Adviser to the Indian Government and 
as a member, Committee of Patron- 
age, 11th International Management 
Congress in Paris. He is a member 
of nearly a dozen professional so- 
cieties. 


Vv. W. HOLLAND, C.A. (page 309) 

An astute observer on the compli- 
cated business of taxes once remarked 
that the best way to handle a tax prob- 
lem is to prevent it from becoming a 
problem. Income tax law has been 
compared to a machine built to run in 
all directions at the same time. Is it 
any wonder, then, that more and 
more companies, both large and small, 
are taking advantage of all the experi- 
enced assistance and advice available 
in dealing with their tax affairsP In 
“Tax Administration in a Company” 
Vivian W. Holland discusses how a 
tax department should fit into the 
management organization; he lists its 
specific tasks and shows how, if it is 
well organized, it can assess the ef- 
fect of new tax laws and budget 
changes on company operations. 


Continued on page 290 
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First fully transistorized IBM computer, the 
new IBM Seven-O-Seventy provides remarkable 
operating features for both business and 
science. Capable of handling complex calcula- 
tions and everyday accounting problems, the 
IBM 7070 saves time, work and money. 

Transistor design reduces space requirements, 
lowers initial costs and keeps your operating 
costs low. Also, it can give you information on 
your business previously impractical to obtain 








the most powerful data processing system in its field 


because of the cost. This helps you make 
decisions faster and helps you plan the growth 
ofyour businessona sounder, more factual basis. 
And unexcelled IBM services—ranging from 
program planning to personnel education— 
work for you, helping to speed profitable oper- 
ation and bring a maximum return on your data 
processing investment. For more complete in- 
formation on the new IBM 7070 call an IBM 
representative today. 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED 






The transistor, basic electronic 
component of the new |BM 7070, permits 
lower initial cost, lower operating cost 


NEW IBM 


Don Mills Road, Toronto 6, Ontario 


Branch Offices in Principal Cities Across Canada 
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Evaluating the need for good tax 
management is a subject on which 
Mr. Holland is well qualified to write 
and in which he has been interested 
for some time. He is the tax comp- 
troller and manager of the Tax De- 
partment of Imperial Oil Limited and 
has served on various tax and oil in- 
dustry committees. Before joining 
Imperial Oil in 1936 he was associat- 
ed with George A. Touche & Com- 
pany, Toronto, and for a period was 
on the international audit staff of 
Standard Oil Company (New Jersey). 
He is a member of the Institute of 
Chartered Accountants of Ontario, 
the Tax Executives Institute Inc. and 
a trustee of the Citizens Research 
Institute of Canada. 


R. K. MOORE, C.A. (page 321) 

The suggestion made by Richard 
K. Moore for “client-auditor coopera- 
tion” makes “Audit Planning with the 
Help of the Client” very timely read- 
ing. While inevitably the account- 
ant’s audit procedures go unexplain- 
ed to the client much of the time, 
this does not mean that the audit has 
to be conducted in an unfriendly or 
non-helpful manner. In today’s prac- 
tice the auditor places great reliance 
on the system of internal control and 
where the client and auditor can work 
together to improve the control, that 
much less detail checking will be re- 
quired and an improved audit will 
result. The approach that Mr. Moore 
outlines is designed to show how con- 
siderable effort and expense can be 
saved by each party if they cooperate 
in their work. 

The author is a partner in the To- 
ronto office of McDonald, Currie & 
Company. A graduate of the Univer- 
sity of Manitoba, he received his cer- 
tificate in chartered accountancy in 


1952 and is a member of the Insti- 
tute of Chartered Accountants of On- 
tario. 


J. A. CARSON, C.A. (page 326) 

In “Accounting for Mergers and 
Consolidations”, John A. Carson dis- 
cusses many of the problems which 
arise both prior to a company merger 
and after the various corporate parties 
have been consolidated. By summar- 
izing the significant tax and legal 
problems and taking a look at the 
generally accepted accounting prin- 
ciples requiring consideration when 
reporting on consolidated accounts, 
the author gives a picture of the 
accountant’s role in this complex 


field. 

Mr. Carson is a supervisor with 
Ross, Touche & Company, Toronto, 
and received his certificate in char- 
tered accountancy in 1958. Before his 
present appointment he was comp- 
troller of Rapid, Grip and Batten, 
Toronto. 


R. B. DALE-HARRIS, F.C.A. (page 317) 

Accountants frequently run into dif- 
ficulties when they have to record in 
the accounts the acquisition of good- 
will. In “Accounting for Goodwill”, 
Robert B. Dale-Harris presents a 
helpful discussion on the whole sub- 
ject and describes the principal rules 
that should be followed in accord- 
ance with generally accepted account- 
ing principles. The treatment of good- 
will on consolidations is also exam- 
ined. This is the second in a series of 
articles started in the February issue 
of The Canadian Chartered Account- 
ant on the valuation of private busi- 
ness and professional practice. Fur- 
ther articles in the series will appear 
in subsequent issues. 


A partner in the Toronto office of 
McDonald, Currie & Company, Mr. 


Continued on page 292 
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The Man from Investors can show you how to 


Talk it over with your nearest . 
Investors representative or 


mail this coupon ——_____5 











YOUR BEST FRIEND FINANCIALLY 


on your Retirement Plan 


A 1957 amendment to the Income Tax Act allows you to purchase a retirement annu- 
ity on a tax-deductible basis. 

You can deduct from your taxable income payments made on any of these Registered 
Retirement Savings Plans distributed by Investors Syndicate: 


INVESTORS RETIREMENT SAVINGS CERTIFICATES 


Fixed-interest, guaranteed plans tailored to your individual needs. Supplementary 
insurance available if desired. 


INVESTORS EQUITY RETIREMENT PLAN 


Contributions may be invested in either (1) Investors Mutual of Canada Ltd.— 
Canada’s largest Mutual Fund—a balanced investment for stability and income or, 
(2) Investors Growth Fund of Canada Ltd.—an investment in equity securities for 
capital growth, 

Through an investment in either fund you can share in Canada’s growth while 
building your retirement income. 


INVESTORS COMBINED PAYMENT PLANS 


A selection of plans which combine shares of either mutual fund with Investors Retire- 
ment Certificates. Fixed and equity portions of these plans can be balanced to suit 
individual circumstances. Either the fixed or the equity portions, or both, may be qual- 
ified as a Registered Retirement Plan for tax deduction purposes. 


These plans provide a convenient form of integrated, financial programming flexible 
enough to suit your individual requirements. 


There is no charge made for registration and administration of any of the Registered 
Retirement Plans offered by Investors. 


Head Office 

Investors Syndicate of Canada, Limited, 
Winnipeg 1, Manitoba 

I would like additional information about 
Registered Retirement Savings Plans. 
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syndicate City —_______ Prox, 
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OF CANADA, LIMITED eee holder of an Investors — 


HEAD OFFICE: WINNIPEG + OFFICES IN PRINCIPAL CITIES QS 


SMALL RETAIL STORE 
ACCOUNTING 


Practical— 
Authoritative— 


Accurate— 


A new brochure to provide the small 
retailer in Canada with accurate, 
practical studies in the fundamentals 
of financial management and mer- 
chandising. 


Through this brochure members of 
the accounting profession can keep 
their retail store clients in touch with 
modern accounting developments. 
Those who have read it have been 
most enthusiastic. 


Well worth the $1.25 price tag — 
Toronto Globe & Mail. 


This new brochure may help to save 
many retail failures — The Financial 


The Canadian Institute of 
Chartered Accountants 

69 Bloor Street East, 
Toronto 5, Ontario. 


Please send me ........ copies of 
“Small Retail Store Accounting” at 
$1.25 a copy. 


Enclosed is $ 
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Dale-Harris recently completed 21 
years in the profession. In 1956 he 
was made a Fellow of the Institute of 
Chartered Accountants of Ontario and 
is now vice-president of the Institute. 
He has served on several Institute 
Committees and is a member of the 
Board of Consulting Editors of this 
journal. In addition to his profession- 
al duties, he is a past president of the 
Toronto branch, The Canadian Red 
Cross Society and a member of the 
Society’s National Budget Committee. 


J. M. BURN, C.A. (page 333) 

Mechanization offers many benefits, 
and there are few offices where ma- 
chinery could not be utilized to 
greater advantage. Because the ac- 
countant is usually more interested in 
the capabilities of machines than in 
their physical appearance, emphasis 
has been placed in John M. Burn’s 
article “The Use of Office Machine 
Equipment” on the work they pro- 
duce and the particular systems into 
which they fit, rather than upon de- 
tails of their mechanical operation. 
The author describes the three main 
types of office equipment, namely the 
adding machine, the calculator and 
the accounting machine. If the article 
helps to make those who are a little 
confused by the multitude of pro- 
ducts and the claims and counter 
claims about their performance more 
familiar with their attributes and ad- 
vantages, then its purpose will have 
been fully served. 


Mr. Burn is assistant to the general 
manager of The Carling Breweries 
Limited, Montreal. Before joining 
Carling he was supervisor, Manage- 
ment Services Division of George A. 
Touche & Company (now Ross, 
Touche & Co.) He received his cer- 
tificate in chartered accountancy in 
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Another example of Multilith Offset versatility 


Flying geologist finds amazingly 
fast way to make reports. 


A thousand feet in the sky, with noth- 
ing between him and the ground but a 
helicopter’s plastic nose, this flying 
geologist is making notes about the 
terrain below for an urgently needed 
report. 

As soon as he lands, his complete re- 
port, including maps, sketches and 
engineering drawings, will be trans- 
cribed onto Multilith Masters. The 
required number of copies will be run 
off on a Multilith Offset Duplicator— 
at great speed and very low cost. This 
is but one way in which consulting 
geologists are profiting from Multilith 
Offset versatility. 

Multilith Offset fulfills all requirements 
of business for duplicated copies — 
documents, reports, office communica- 


CUTTING COSTS 


tions, promotional] material, plans, draw- 
ings, and photographs. More than this, 
Multilith Offset cuts the costs of paper- 
work procedures in every phase of 
business activity by producing complete 
records from blank paper. 

Multilith Masters possess the inherent 
ability to accept complete data — with 
only one original writing — and to 
regenerate this information repeatedly 
with any required additions, deletions, 
or substitutions. Only Multilith Offset 
does so many types of work so well. 


Ask the Man from A-M to give you a 
detailed report on how Multigraph 
Multilith equipment can save time and 
money for your clients. Phone or write 
your nearest A-M office today. 


Branches throughout Canada 
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EXPERIENCED ENGINEERED ° TIME TESTED * USER ENDORSED 
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There's 
© No Better 


RECORD 
° SYSTEM 


than one Designed 
© Specifically for you 


by GRAND & TOY 


Sales Order — _ Invoicing 
Production 

Purchase — 

a Personnel — 
Time Payment 





Receiving 
Payroll 











For any record need: Phone HI 
4-6671 (Toronto) or LI 4-2851 

(Hamilton); ask your G@ & T 
© salesman or write us. 





OFFICE SUPPLIES ¢ PRINTING 
BUSINESS FURNITURE 

Pak, SYSTEMS DEPARTMENT 

33 Green Belt Dr., Don Mills, Toronto 





BANK 
CONFIRMATION 
FORMS 


Blank, per 100 


Imprinted (minimum run 
500 ) $18.50 


Per 100 additional, or- 
dered at same time 


$ 2.00 


$ 3.50 


Postage or Express Collect 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor Street East 
Toronto 5, Ontario 
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1950 and is a member of the Mani- 
toba and Ontario Institutes of Char- 
tered Accountants. 


EDITORIAL (page 301) 

In this month’s editorial, the presi- 
dent of the Montreal and Canadian 
Stock Exchanges discusses the respon- 
sibility of accountants to the investing 
public. He puts particular emphasis 
on the opinion they express in the 
company financial statement, knowing 
full well how much reliance is placed 
on it by investors. With business be- 
coming more difficult and today’s 
strained economy having a derogatory 
effect on many companies, investors 
are looking more than ever before to 
the professional accountant to see 
that the information that manage- 
ments give in their corporate reports 
is attested to by the auditor. 

Mr. Norman resigned in 1956 from 
the post of Canadian Consul General 
in New York to become the first sal- 
aried president of the two exchanges. 
During World War II he was retained 
in an advisory capacity by the Min- 
ister of National Defence and was 
financial advisor to the British Com- 
monwealth Air Training Plan. From 
1952 until 1955 he was the first Can- 
adian ambassador to Venezuela. Be- 
fore entering the public service of 
Canada he devoted many years to his 
work as a chartered accountant, and 
established himself as a leader in the 
profession. He served on the Council 
of the Institute of Chartered Account- 
ants of Quebec and was its president 
in 1941. He was elected president of 
the Canadian Institute in 1943. 


Forthcoming Features 
LONG AND SHORT-RANGE PLANNING 


ORGANIZING AN INTEGRATED 
PROCEDURES PLAN 










ACCO BINDERS 
FOR BUSINESS 
MACHINE 
FORMS 


e oer FOLD FLAT. . . no protrud- ®@ Genuine Pressboard in red, black, grey, 
ing posts or humps to ‘hinder fling or ae blue. 










stacking. ® Binder board with canvas or 
@ Covers of RUGGED GENUINE PRESS- black pebble as cloth. 
BOARD or HEAVY BINDER BOARD. © Expand to several Pen thick. 


® Full range of stock sizes. 
ACCO PIN PRONG BINDERS COST LESS, SERVE BETTER! 


Ask your stationer for ACCO "9000" Binders, or write direct to 


ACCO CANADIAN CO. LTD. 


109 BERMONDSEY RD. TORONTO 16, ONT. 
IM U.S.A. —ACCO PRODUCTS, a Division of NATSER CORP., OGDENSBURG, N.Y. 






What your family won't get... 


When you die your family won’t get your whole 
estate. There will be heavy last expenses; bills will 
have to be paid; there may be succession duties or 
estate taxes, and business taxes. But life insurance 
can pay these last expenses and taxes and help pre- 


serve your estate for your family. 


Is your present life insurance adequate ? 


Let the SUN LIFE Representative in your district 
help you to protect your family. 


SUN LIFE ASSURANCE COMPANY OF CANADA 
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Executive Development Course 

McGill University will again hold 
its annual Summer School in Execu- 
tive Development during the 4-week 
period from May 25 to June 19. Its 
purpose is to introduce the middle- 
management man to broad problems 
in areas of corporate activity outside 
his own specialty and to problems 
and principles related to a firm’s 
overall policy. Methods of study in- 
clude lectures, case histories, semi- 
nars, conferences with faculty mem- 
bers and informal discussion. The 
total registration will be restricted to 
about 30. Anyone interested in the 
course may obtain further information 
and registration forms by writing to 
Professor W. H. Pugsley, Director of 
Executive Development Program, 
Purvis Hall, McGill University, Mont- 
real, Quebec. 


Tax Executives Institute, Inc. 

Those who read Mr. V. W. Hol- 
land’s article “Tax Administration in 
a Company” on page 309 may be in- 
terested to learn something about Tax 
Executives Institute, Inc., formed in 
the United States in 1944. In the last 
two years, this organization has open- 
ed chapters in Montreal and Toronto 
and is now establishing one in Van- 
couver. 

The second Canadian conference of 
the Tax Executives Institute will be 
held in Ottawa on June 18-19, and 
will be attended by Canadian and 
American members. Senior officials 
of federal and provincial government- 
al departments will participate in 









panel discussions and as featured 
speakers. 

The Institute is concerned with the 
field of corporate tax administration 
and is composed of business execu- 
tives who are responsible in their 
corporations for tax matters on an ad- 
ministrative policy-making level, or 
whose work is principally concerned 
with problems of taxation. One of 
the functions of each chapter is to 
know the officers and administrators 
within the government departments 
concerned with fiscal policy and taxa- 
tion. Tax Executives Institute, Inc. 
is well known to the officials of the 
Departments of Finance and National 
Revenue in Ottawa, Toronto, Mont- 
real and Hamilton. The fact that it 
is concerned with the administration 
of tax, and not with “lobbying” or in- 
fluencing legislation, has been an im- 
portant factor in the favourable ac- 
ceptance of the organization by mem- 
bers of the departments. 

The secretary of the Toronto Chap- 
ter is Herbert Holland, vice-president 
and treasurer of John A. Huston Co. 
Ltd., 86 Caledonia Rd., Toronto, and 
the secretary of the Montreal Chapter 
is Walter Johnson, assistant-treasurer 
of Aluminum Co. of Canada Ltd., Sun 
Life Building, Montreal. 


1959 Conference Invitation 


Later this month, members of the 
Canadian Institute will receive their 
invitation to the 1959 annual con- 
ference of the Institute planned for 
September 13 to September 16 in 
Vancouver. The invitation, which is 
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commercial credit insurance covers 
the invoice price of merchandise shipped 


When shipment is made—title passes to the purchaser. In place of the 
product there is now an account receivable. It is sound for your clients 
to insure while they own the product . . . equally sound to insure when 
their customer owns the product, and owes them for it. American Credit 
Insurance, by protecting accounts receivable, plays a major role in good 
management ... makes a basic contribution to financial security and 
sales progress. 


SEND FOR BOOKLET on the many advan- 
tages of modern credit insurance. Write AMERICAN 
Crepir INDEMNITY COMPANY of New York... 
Dept. 48, Montreal, Quebec, Sherbrooke 
\ Toronto, Hamilton, Woodstock or Vancouver. 





' Protect your investment in accounts receivable 


American 
Credit Insurance 


e ANY ACCOUNT...NO MATTER HOW GOOD...IS BETTER WITH ACt . 
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in the form of a joint letter from 
John L. Helliwell, C.I.C.A. president, 
and George M. Miller, president of 
the B.C. Institute, will be accom- 
panied by a descriptive folder about 
British Columbia. 


To Serve the Profession 

With increasing frequency the Can- 
adian Institute is receiving requests 
from the editors of trade journals for 
chartered accountants to write articles 
on the accounting or taxation as- 
pects of specific industries or trades. 
These editors all emphasize that they 
have an interested readership for such 
articles, and the need for professional 
accountants to perform this service is 
vital. It is not necessary for the ac- 
countant to be an expert writer; the 
trade editor will give him any assist- 
ance he wants in readying his ma- 
terial for publication. Anyone wish- 
ing to serve the profession in this im- 
portant way is asked to contact the 
Canadian Institute of Chartered Ac- 
countants, 69 Bloor Street East, To- 
ronto 5, Ontario. 


Accountancy “Down Under” 


Wider areas of service by Austra- 
lian accountants and problems of a 
growing profession are reflected in a 
286-page volume “Proceedings of 
Convention”, recently published by 
the Australian Society of Account- 
ants. The book records the various 
events of last year’s convention and 
reproduces the papers and short re- 
ports of the discussions at the tech- 
nical sessions. 

The Australian Society of Account- 
ants has over 21,000 members and 
since the last war has expanded its 
activities into countries of South and 





South-East Asia. To date, account- 
ancy libraries have been established 
in Hong Kong, Singapore, Kuala 
Lumpur and Penang, and the efforts 
of the society are being directed to- 
wards the creation of an Institute of 
Accountants in as many of the Asian 
countries as possible so that, in due 
course, they will be able to hold their 
own examinations. In 1960 the so- 
ciety is sponsoring the second Confer- 
ence of Asian Accountants which will 
bring to Australia representatives 
from most of the countries of South 
and South-East Asia. 


Estate Tax Booklet 

A synopsis of the Estate Tax Act, 
revised to January 1, 1959, has been 
published in convenient booklet form 
by the Crown Trust Company, 302 
Bay Street, Toronto, Ontario. The 
30-page booklet, prepared with the 
assistance of H. Heward Stikeman, 
Q.C., covers all phases of estate prob- 
lems, tax calculations, special provi- 
sions, etc. Copies are available from 
the company without charge. 


Internal Auditors’ Invitation 

A special invitation has been ex- 
tended to all chartered accountants 
in the Toronto area to attend the An- 
niversary Dinner of the Toronto 
Chapter of the Institute of Internal 
Auditors at the Royal York Hotel’s 
Roof Gardens at 6.15 p.m. on Thurs- 
day, April 23. Guest speaker, Hon. 
Ellen L. Fairclough, M.P., Minister of 
Citizenship and Immigration, will pre- 
sent an address on “Immigration in 
Canada — Past and Future.”. 


In the News 


R. D. Armstrone, C.A. (Ont.), was 
general chairman of the Canadian 
Heart Fund, Province of Quebec Di- 
vision. 
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Government of Canada Bonds 


and Treasury Bills 


Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dompnon Securrmes Gren. Linrrep 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 


CANADIAN FACTORS 
OFFERS MORE THAN JUST FINANCING 


One of the chief functions of factoring is to provide ready cash 
against accounts receivable — to convert frozen assets into cash. 

In addition, though, Canadian Factors’ service also provides many 
plus benefits, of which one of the most important is this: 


A 100% guarantee against credit losses and collection problems. 


When a company factors with us, we buy his accounts receivable 
outright; we assume the credit risk and the collection worries. 
We guarantee payment 100%. 


Perhaps you have a client whose assets are tied up in accounts 
receivable, whose growth is hampered through lack of liquid capital, 
and whose business might benefit from the special services of 
Canadian Factors. If you’d like more information for your own use, 
write today for our free booklet “Credit Protection and Receivables 
Financing.” Reprints of the article “The Role of Factoring in Busi- 
ness” in the February issue of this magazine are also available on 


request. 


CANADIAN FACTORS CORPORATION 
LIMITED 


Serving Canadian Business Since 1931 
423 Mayor Street, Montreal - Victor 9-8681 















Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Gompany Limited 


320 Bay Street, Toronto 
EMpire 6-6833 


a Montreal Kingston Quebec Calgary Vancouver 
Distributors Hamilton Kitchener London Edmonton Winnipeg 


New York 


Underwriters 
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SIX SERVICES YOU 
WILL APPRECIATE 


1. SAVINGS ACCOUNTS 
— with interest at 344% paid twice yearly 

2. GUARANTEED INVESTMENT CERTIFICATES 
— at current rates of interest for 1 to 5 years, also 
— Guaranteed Savings Certificates redeemable at any 


time 
3. TRUSTEE UNDER REGISTERED PENSION PLAN 
— for companies, professional groups, individuals 


4. EXECUTOR OF WILL 
— Details and estimate of cost without obligation 


5. CUSTODIAN FOR STOCKS, BONDS, 
INVESTMENTS 


— All services necessary in management of financial 


affairs 
6. REAL ESTATE MANAGEMENT 
— Agent for buying and selling properties, renting 
office space 
Please write or phone for full information and free literature 
on these and the many other Chartered Trust Services 


CHARTERED TRUST 


COMPANY 
Toronto: $4 King St. W. 
Branches: 20 St. Clair Ave. W., 
2972 Bloor St. W., 1518 Bayview Ave. 
Montreal: 388 St. James St, W. 














Editorial 


THE PUBLIC ACCOUNTANT AND THE INVESTING PUBLIC 


THE NAME “public accountant” of itself emphasizes the fact that the 
profession has a primary function of service to the public. Any 
professional man in practising his profession is serving the public and 
therefore has definite responsibilities to it. 

The relationship and responsibility of the public accountant to 
the investing public is a vital one, particularly to those investors who 
are shareholders of public companies. The shareholders, either 
direct or through the medium of proxies, appoint the auditors of a 
company at the annual meeting and it is to the shareholders that the 
auditor’s report is addressed. 

The investor in the shares of a public corporation or one that 
proposes to invest in such shares does not ordinarily have the oppor- 
tunity to obtain first hand information as to the policies of the 
company or the details of its financial affairs. He must, to a great 
extent, depend upon the information that management gives him 
which normally includes the audited statements of the company with 
the auditor’s report attached. 

The relationship of the public accountant to the investor differs 
from that of the lawyer to his client and the doctor to his patient. 
They are responsible solely to the individual. The public account- 
ant, however, is not responsible to any one individual but to a group 
of shareholders which may be either large or small, most of whose 
members he has never met or never will meet. Yet, he expresses an 
opinion which may well influence the decision of many investors or 
would-be investors. His certificate is a great influence on the con- 
fidence that public investors piace in corporate reports. 

It is fair to say that the public accountant’s position is one of 
public trust, and as such he has an obligation to the investor to give 
a fair, unbiased and intelligent representation, based upon his exam- 
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ination of the affairs of a corporation, knowing that it is one on 
which the investor will rely. 

A shareholder is entitled to financial statements which, with the 
notes appended thereto, give full disclosure of all pertinent facts of 
a financial nature and statements which, in the absence of disclosure 
to the contrary, have been prepared pursuant to sound accounting 
principles applied on a basis consistent with that of the prior year. 
Any material changes either in principles or their application should 
be clearly brought out and the descriptive titles used should be 
understandable to a reasonably intelligent investor. It is the re- 
sponsibility of the management and directors to produce such state- 
ments. It is the responsibility of the auditor to attest to such state- 
ments. There is no doubt but that the investor looks to the public 
accountant to see that the general requirements are complied with 
and he has every right to so expect. 

The investor in turn must realize not only that the primary 
responsibility for financial statements falls on the management and 
directors but also that, with the present growth in the size of in- 
dustrial organizations, it is not feasible for a business to have every 
transaction examined by the auditor. Fortunately it is not necessary 
to do so, for procedures of audit which involve less than a detailed 
examination of transactions have been developed with a view to 
safeguarding the interests of the investing public as far as is possible 
at a reasonable cost. These procedures are well known to char- 
tered accountants in practice and may be relied upon by the investor 
as providing a reasonable basis of examination of the accounts 
presented by the company. 

Sometimes special situations arise which call for extension of ordin- 
ary test procedures, and the necessity of such extension will be de- 
cided by the auditor. 

The relationship of the public accountant and the investor may 
therefore be summed up as a realization by the investor that the 
responsibilities of the public accountant must be subject to limita- 
tions; and a realization by the public accountant that the investor, 
in making his decisions, relies to a considerable extent on the financial 
statements certified by the public accountant in his capacity as 
auditor. 








é 
: 
i 
i 


HARARE 





NRE RES 


sae 


The Objectives 


LYNDALL 


Few nooks published in recent years 
have aroused more controversy than 
the memoirs of Field-Marshal Vis- 
count Montgomery.’ This is to be 
regretted, because the arguments 
about his differences with other emi- 
nent personalities, both military and 
civil, are likely to obscure the book’s 
central message. This is unquestion- 
ably the new emphasis which he 
brought to bear on “putting the 
troops in the picture’. The steps 
which he took, quite deliberately, to 
make himself “not only a master, but 
a mascot” added a new dimension to 
our ideas as to how a large body of 
men may be inspired to high achieve- 
ment. The time and trouble he de- 
voted to making himself known to 
and recognizable by every officer and 
man, not only in the Eighth Army, 
but in the larger forces of the 21st 
Army Group prior to D-day — even 
the eccentric headgear — were not, as 
was sometimes suggested at the 
time, exercises in egotism. They were 
part of a deliberate policy which 
was directed to raising the morale of 
the group as a whole. “It was a sense 
of unity which I was trying to cre- 
ate”. 


1 “The Memoirs of Field Marshal the Vis- 
count Montgomery of Alamein, K.G.”, 
London, Collins, 1958. 


of Management 


F, URWICK 


Witness that this policy was a wise 
one is to be tound in the almost unin- 
terrupted series of victories which fell 
to the armies and army groups under 
Montgomery’s command from Alam 
Halfa to Hamburg. “The battle is the 
pay-off.” But a more intimate piece 
of evidence as to how quickly this 
policy made itself felt is the letter 
written to him by a private soldier 
for Christmas 1942. It referred to his 
personal message to all ranks before 
El Alamein, a couple of months pre- 
viously: 

“There can never have been such a 
message read to troops before, with 
the trust and confidence it placed in 
them. This message was a bond, and 
for the first time in my army life I felt 
that I belonged to something — to 
some live force that had a job to do, 
a job so hard that even my work as 
a clerk had a place in a gigantic 
scheme.”* 

There is a feeling against militar- 
ism in the English-speaking countries 
which makes us reluctant to draw 
lessons from the experience of armies. 
We tell ourselves that “business is 
different”. It is an irrational feeling, 
because, while the conditions and 


2 Tbid. p. 111. 
3 Ibid. p. 151. 
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purposes of an army at war differ 
from those of a business undertaking 
in time of peace, the basic material 
with which leaders have to work, 
whether in war or business, is the 
same. It is men and women, human 
beings; and human beings react in the 
same way to the same stimuli, wheth- 
er in war or in peace, in a regiment 
or in a factory. 

The wisest soldiers have recognized 
this. General Carl von Clausewitz, 
whose great book “On War” is the 
foundation of all modern military 
theory, wrote more than 130 years 
ago: 

“War belongs not to the province 
of arts and sciences, but to the prov- 
ince of social life. It is a conflict of 
great interests which is settled by 
bloodshed, and only in this is it dif- 
ferent from others. It would be bet- 
ter, instead of comparing it with any 
art, to liken it to business competi- 
tion, which is also a conflict of human 
interests and activities.”* 


Towards a Sense of Unity 
Montgomery’s purpose in his con- 
stant visiting with troops and his per- 
sonal messages was not to court popu- 
larity. Had it been so, the policy 
would have failed because his con- 
tact with the rank and file would have 
had an element of insincerity, of 
showmanship about it. There is noth- 
ing which subordinates sense more 
quickly or dislike more thoroughly. 
As one of Montgomery’s predecessors 
in the command in the desert, the 
late Viscount Wavell, wrote, “Effi- 
ciency in a general his soldiers have a 


4 General Carl von Clausewitz, “On War”, 
English Trans. by Col. J. J. Graham, 
London, Kegan Paul, Trench, Trubuer 
& Co. Ltd., 1940, V.I., p. 181. 
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right to expect; geniality they are 
usually right to suspect.”® 


Montgomery's purpose was two- 
fold. He wanted to make sure that 
every man under his command knew 
exactly what they were trying to do 
and why. He wished to ensure, as 
far as was humanly possible, that all 
would feel that they were doing it 
together, that each, the private soldier 
as well as the general, had a function 
to perform which was important. It 
mattered; therefore he mattered. He 
was trying to escape from the imper- 
sonality, the sense that the job is just 
an aimless chore, that the individual 
is insignificant, which so often under- 
mines men’s enthusiasm and confi- 
dence, particularly in large-scale or- 
ganizations. 


In his personal messages to troops 
he was careful to state the purpose of 
each battle very simply in language 
that they could understand and ap- 
preciate. Thus, before El Alamein, 
“When I assumed command . . . I said 
that the mandate was to destroy Rom- 
mel and his army, and that it would 
be done as soon as we were ready. 
We are ready now. . . . Each one of 
us, every officer and man, should en- 
ter this battle with the determination 
to see it through — to fight and to 
kill — and finally, to win. If you all 
do this there can be only one result— 
together we will hit the enemy for 
‘six, right out of North Africa.” 
Eighty-four words, only 19 of them 
more than one syllable and only 7 of 
these more than two syllables — sim- 
plicity itself. 


5 General Sir (later Field-Marshal Vis- 
count) Archibald Wavell, “Generals and 
Generalship”, London, Penguin Books, 
1941, p. 40. 


6 Montgomery, Op. cit. pp. 127, 8. 
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THE OBJECTIVES OF MANAGEMENT 


Knowing the Objective 

In a business undertaking it is even 
more important than it is in an army 
at war that the objective should be 
clearly understood by all concerned 
and their attention closely focussed 
on it. 


This is so for a variety of reasons: 


1. In business the discipline is, very 
rightly, less exact than it is in 
armies. Greater reliance is placed 
on men’s will to cooperate with 
one another, less on compulsion. 

2. Because, in free societies, the prin- 
ciple of organization is competi- 
tion between different undertak- 
ings, there is a tendency for this 
principle to spill over into the re- 
lations between individuals in the 
same undertaking. It is easier 
than in an army at war for per- 
sonal interests and ambitions to 
take priority over the require- 
ments of the job. 

3. In war the pressures exercised by 
the enemy are in themselves a 
force making for integration. The 
pressures of competition in busi- 
ness are less obvious. They do 
not, usually, impinge directly on 
the individual. Efforts to meet 
them are expressed through corp- 
orate plans and policies. 

4. In war the pattern of action 
tends towards long periods of pre- 
paration leading to shorter periods 
of intense activity and effort — the 
battle. In business a consistent 
level of effort is required all the 
time. There is therefore a great 
temptation for enthusiasm to be- 
come blunted by routine. It is 
easicr for people to forget the 
broad purpose for which they are 
working in the minutiae of the in- 
dividual task. 

5. Modern business employs an in- 
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creasing proportion of specialists. 
The specialist is always tempted 
to emphasize his particular contri- 
bution at the expense of the com- 
mon purpose to which it con- 
tributes. 

6. In war men are anxious to finish 
the job and to get back to ordinary 
life. In business the job is “or- 
dinary life”. There is therefore 
less sense of urgency. 

7. In modern business the realization 
of plans and projects is becoming 
increasingly remote from their 
conception. “It is the essence of 
economic and technological pro- 
gress that the time-span for the 
fruition and proving out of a deci- 
sion is steadily lengthening. ... A 
half-century ago a new plant was 
expected to pay for itself in two 
or three years; today, with capital 
investment per worker 10 times 
that of 1900, the pay-off period in 
the same industry is 10 or 12 
years.”’ Jt is difficult to present 
such long-period plans and pro- 
jects so that they “make sense” to 
the individual in a subordinate 
position who is working on them. 


Only by taking steps to make each 
individual, however humble, aware 
of the broad purpose of the opera- 
tions of the group towards which his 
(or her) work is a contribution, can 
the business enterprise hope to enlist 
his cooperation and enthusiasm and 
to overcome the fissiparous tendencies 
and influences which have been indi- 
cated. Unless this is done the mod- 
ern large-scale business enterprise is 
bound to develop into a bureaucracy 
in which men and women “go 


7 Peter F. Drucker, “The Practice of Man- 
agement”, New York, Harper & Bros., 
1954, p. 15. 
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through the motions”, but make little 
or no positive contribution to the un- 
dertaking. Indeed a bureaucrat may 
be defined as a person who has lost 
sight of his destination in his preoccu- 
pation with the details of daily travel, 
a ticket-collector for whom railways 
have become, not a means of convey- 
ing goods and passengers, but an op- 
portunity for collecting tickets. The 
only possible antidote to this infec- 
tion is to follow Montgomery’s policy, 
to affirm and reaffirm the common ob- 
jective in suitable terms and to make 
sure that each employee understands 
it and the significance of his contri- 
bution to it. 

Yet, it is only in recent years that 
business enterprises appear to have 
paid much attention to the problem 
of defining their objectives. They 
have assumed that the objective of 
business was to make a profit and that 
employees would concur in this ob- 
jective in order to protect their own 
jobs. Both assumptions are incorrect. 
As has been pointed out, “Whether 
Jim Smith is in business to make a 
profit concerns only him and the Re- 
cording Angel.”* Society protects the 
operations of business enterprises and 
entrusts wealth-producing resources 
to them, for one purpose and one 
purpose only, in order that the mem- 
bers of that society may enjoy an ade- 
quate supply of goods and services. 
“There is only one valid definition of 
business purpose — to create a cus- 
tomer.”® 


Profit Not a Real Motive 


The constant emphasis on the so- 
called “profit-motive” is irrelevant and 
misleading. Profit has important so- 
cial functions. It is an invaluable 


8 Ibid. p. 36. 
® Ibid. p. 37. 
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yardstick, a measuring device. It is 
the indicator that a business enter- 
prise is in fact fulfilling its social pur- 
pose satisfactorily. But a measuring 
device is not an objective. The indi- 
vidual does not instal electricity in 
his house in order to have a metre, 
but in order to have light and power. 


An adequate profit margin is also 
an assurance that the business enter- 
prise will be able to cover the risks of 
operation, to remain in business de- 
spite the strains and stresses of tech- 
nological change. But too much talk 
about the “profit motive” has tended 
to distract attention from the social 
functions of profit and to bring the 
whole concept into disrepute. No 
one is interested in helping other 
people to become wealthier: the na- 
tural, human inclination is to be 
jealous, to ask “why him and not me?” 


Nor do employees behave as the 
“economic man” of theory assumes 
that they behave. Man is a social 
animal and for only a very small mi- 
nority of human beings is their own 
financial advantage a primary consid- 
eration. Their first loyalty is to the 
social sentiments of those with whom 
they are associated. If this were not 
the case, there would be no problem 
of restriction of output. Those who 
are prepared to flout social sentiment 
for personal gain are a very small 
minority; an appreciable percentage 
of them are in prison. 

The development of the industrial 
revolution has resulted in larger and 
larger business undertakings under 
unified control. This has meant the 
association through their daily work 
of larger and larger numbers of em- 
ployees in their capacity as producers. 
On the other hand, these same em- 
ployees in their capacity as consum- 
ers are what has been described as a 
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“disordered dust of individuals.”*° It 
was historically inevitable that they 
should organize to protect what they 
believed to be their interests as pro- 
ducers and should develop feelings of 
antagonism towards employers and 
managers who, in a free and competi- 
tive economy, are bound, for reasons 
already given, to act as trustees for 
the interests of the community as con- 
sumers. 


Producers Are Also Consumers 

To trace what is called “the indus- 
trial problem” to the personal faults 
of individuals — “blood-sucking capit- 
alists” on the one side and “irrespon- 
sible trade union agitators” on the 
other — is sheer animism. It is the 
logic of the savage who attributes 
tempest, famine or pestilence to the 
wrath of some god or other or who 
makes a wax image of his “enemy” 
and sticks pins into it, accompanied 
by the prescribed imprecations. To 
postulate an “inevitable conflict of in- 
terest” between the two groups is 
equally primitive. Every producer is 
also a consumer. The only difference 
between the groups is a difference in 
emphasis, the one stressing the inter- 
ests of the citizen as a producer, the 
other the interests of the same citi- 
zen as a consumer. 

Unfortunately, in the past, employ- 
ers and managers, instead of basing 
their defence of their position on their 
function, have relied on the econo- 
mists’ description of human _ behav- 
iour. They have asserted not their 
social utility, but their property rights, 
and, in doing so, have debased the 
moral currency of the whole argu- 


10 Emile Durkheim, “Le Suicide”, Paris, Li- 
brairie Felix-Alcan, 1930, p. 448 quoted 
Elton Mayo, “The Social Problems of an 
Industrial Civilization”, Boston, Division 
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ment. Everyone knows the phrases, 
“Money talks”, “Every man has his 
price”, “The almighty dollar”, “I am 
not in business for my health”, “All 
that the workers care about is the 
size of the pay packet” and so on. 
They are simply untrue. The man 
who asserts that “every man has his 
price” is making public confession 
that he is corruptible; the man who 
is “not in business for his health” 
should seek a more salubrious occu- 
pation. 

No large body of people can be 
inspired to a common effort on the 
basis of individual self-interest, but 
only for a purpose which all see to be 
in the interests of the participants as 
a group and of any larger commun- 
ity of which the group is a part. Men 
will die for an idea; millions have 
done so within living memory. Few 
men will die for a cheque, however 
large. It has been well said, “The 
hostility to capitalism and capitalists 
is moral and ethical. Capitalism is 
being attacked not because it is in- 
efficient or misgoverned, but because 
it is cynical.”1 

The first need, therefore, in every 
modern business, is for a broad state- 
ment of its general objective which 
will hold water, socially and morally, 
as well as economically. It should be 
short and concise, in simple language 
which every employee, even the 
humblest, can understand. 

But the considerations which apply 
to operators, to the rank-and-file, 
hold equally for managers and super- 
visors of all grades. They can only 
do their jobs properly, ie. with 
initiative and enthusiasm, if they 


of Research, Graduate School of Business 
Administration, Harvard University, 1945, 
p. 9. 

11 Drucker, Op. cit., p. 392. 
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know what is expected of them and 
why. Here, because of specialization, 
the setting of objectives is a far more 
complex matter. 


Eight “Key” Areas of Business 

One authority, already quoted, has 
suggested, “Objectives are needed in 
every area where performance and re- 
sults directly and vitally affect the 
survival and prosperity of the busi- 
ness.” While different areas require 
different emphasis in different busi- 
nesses, he has indicated eight “key” 
areas in which “in every business, ob- 
jectives of performance and of results 
have to be set”. These are: 


Market standing. 

Innovation. 

Productivity. 

Physical and financial resources. 
Profitability. 

Manager performance and de- 
velopment. 

Worker performance and attitude. 
Public responsibility.’ 
Obviously, for a business of any 
size, the setting of exact objectives in 
these eight areas involves much pre- 
liminary research and _ calculation, 
work essentially executive in charac- 
ter. On the other hand, almost all 
of them also involve important deci- 
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sions as to policy. And, in law, the 
determination of broad policies is the 
function of the board of directors. If, 
however, as the same authority sug- 
gests, in many American corporations 
“in reality the board as conceived by 
the lawmaker is at best a tired fiction 

. it has, in effect, been deposed 
and its place taken by executive man- 
agement”,® it is not equipped for 
such duties. On the other hand, ex- 
ecutive management has many other 
preoccupations and, if it sets objec- 
tives, is, in a sense, setting objectives 
for itself. Moreover, it is in danger of 
confusing executive and legislative 
functions. 

It will be seen that consideration of 
objectives raises one of the most in- 
teresting and important problems in 
the higher organization of business." 
Space does not permit of its discus- 
sion. It may be noted, however, that 
the Standard Oil Company of New 
Jersey has adopted the practice of 
having “full-time directors on its pay- 
roll, with each director assigned to 
some phase of the company’s policies 
for special study in addition to his 
duties as an over-all policy thinker”. 

Whatever the difficulties of the sub- 
ject, it should be realized that the 
business without objectives is a 
tramp: it has no specified destination. 





12 Ibid. p. 63. 
18 Tbid. p. 178. 
14Cf, E. Everett-Smith, “Management’s 


Least-Used Asset: the Board of Directors” 
in “The Dynamics of Management”, New 
York, American Management Association, 


Management Report No. 14, 1958, pp. 
49-60. 

15 From A. R. Leys Wayne, “Ethics for 
Policy Decisions”, New York, Prentice- 
Hall Inc., 1952, note 13 to ep. 12, p. 894. 





Tax Administration 
in a Company 


VIVIAN W. 


TAXATION 1s a thriving and compli- 
cated business with its machinery de- 
signed, constructed and operated by 
government agencies. That they run 
their business efficiently on the whole 
is no secret, though taxpayers under- 
standably tend to criticize and com- 
plain. It has always been necessary 
for a taxpayer, at some point in the 
conduct of his affairs, to give time and 
attention to the composition of his tax 
bill, but it is only in more recent times 
that company tax administration has 
occupied a separate niche within the 
scheme of corporate management. 
This development is particularly in 
evidence in the United States, and 
may be observed among the larger 
corporations in Great Britain. It is 
doubtful if this awareness of the place 
of the tax function is present in the 
same degree in Canadian corpora- 
tions. 

In order to establish, impose, col- 
lect and regulate upon a variety of 
taxes, skilled planning and organiza- 
tion are obviously present on the tax- 
gatherer’s side. It is not so obvious 
to many taxpayers that administrative 
control over their own tax burden 
comes within the scope of good man- 
agement. Professional accountants 
and lawyers are, of course, well aware 
of the impact of taxation and can offer 


HOLLAND 


sound advice to many unfortunates 
who need it. This is all to the good. 
However, such advice is generally in 
connection with some specific prob- 
lem, and the service performed is es- 
sentially a professional one: detached, 
impartial. To manage or administer a 
corporation’s tax affairs is quite an- 
other matter. 


Good Tax Management Necessary 


The management of a company is 
concerned primarily with such obvi- 
ous functions as trade, finance and 
competition. It also has many other 
areas of interest: good citizenship, em- 
ployee welfare, changes in the eco- 
nomic climate, to mention a few. It 
must be remembered, too, that a cor- 
poration has to live in a world where 
the public eye watches it closely. To 
take care of such matters a scheme of 
organization develops to suit the 
needs of the corporation’s activities. 
Size, of course, is one factor bearing 
on a plan of management. In the 
case of larger corporations, having 
varied and sometimes interlocking in- 
terests, this and other conditions will 
impose on top management the func- 
tion of directing and coordinating the 
general effort, leaving the task of run- 
ning the various parts of the business 
machine to responsible departments. 
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It is within such a concept that the 
segregation of the tax function fits 
well. 

Among the many responsibilities of 
a company’s management, one is to 
disburse no more in tax than it is 
obliged to do by law; another is to 
ensure that the company’s reputation 
is not sullied by charges of tax eva- 
sion, an unhappy state of affairs which 
could develop out of negligence. Tax- 
payers; it must be presumed, prefer 
to keep out of tax trouble. This is no 
simple assignment in the case of corp- 
orations having a broad field of opera- 
tions, international transactions, a high 
investment in property and so on, be- 
cause they are exposed to so many 
types of tax in so many places. Con- 
sequently, the possibility of ineffective 
control over the tax burden is ever 
present unless the tax function is 
closely watched. 


However, while size and complexity 
do lend support to the independence 
of the tax function in large corpora- 
tions, the basic rules of good tax man- 
agement should not be ignored in 
companies of lesser dimension where 
modifications in the plan of tax ad- 
ministration may be profitably adopt- 
ed. In many Canadian companies to- 
day, the necessary tax work is more 
often than not an assortment of jobs 
performed as they arise by individ- 
uals primarily concerned with other 
functions such as accounting, finance, 
law or pricing. This does not imply 
that tax compliance is any less dili- 
gently handled. But it does suggest 
that where the comptroller or treas- 
urer is directly responsible for all tax 
affairs, rather more of the work than 
is necessary may be passed along to 
counsel, auditors, or other profession- 
ally detached persons. This may or 
may not prove to be the best ar- 
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rangement. Certainly, for large cor- 
porations, a separate tax unit can 
readily be justified. In any other 
cases, it would probably be a good 
thing to remove the tax function from 
complete integration with accounting 
and give it some measure of separate- 
ness. 


Where the Tax Function Fits 


How should a separate tax group or 
department fit into the management 
organization? To whom should it be 
responsible? As already suggested, it 
may be found sufficient, in companies 
still of modest size, to establish the 
line of responsibility to the comp- 
troller or treasurer. This may seem 
something of a contradiction to argu- 
ments favouring the independence of 
the tax function. However, a tax 
man or small tax section within the 
responsible department can be assign- 
ed a somewhat independent role if so 
determined by the company’s comp- 
troller, treasurer or other person in 
charge of tax matters. In the larger 
United States corporations a fairly 
common arrangement is to have tax 
administration a designated function 
under a tax comptroller, tax counsel, 
or tax manager, who is responsible 
to a vice-president or director and 
thus afforded the same contact at ex- 
ecutive level as the rest of the func- 
tional management team. 

This does not mean centralized con- 
trol, though tax administration would 
normally be expected to operate from 
the company’s head office. It is ob- 
vious that the impact of a particular 
type of tax will vary according to the 
nature of the company’s business, and 
factors such as this will naturally gov- 
ern the degree of centralization or de- 
centralization. 

For a complete coverage of all taxes 
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generally imposed on corporations in 
Canada, a fairly obvious pattern or 
base for tax administration would be 
something as shown below. 


Section A would be responsible for 
the routines and problems relating to 
tariffs, sales taxes and other taxes 
levied on the importation, manufac- 
ture, sale, or use of commodities. Sec- 
tion B would attend to all municipal 
tax matters. Section C would special- 
ize in income tax work, including the 
tax implications arising under pen- 
sion plans, benefit plans, payroll de- 
ductions and items of similar nature 
affecting the employees of the com- 
pany. It would handle miscellaneous 
day-to-day problems and be familiar 
with the preparation of tax data gen- 
erally. Section D would be responsible 
for keeping informed on all pertinent 
tax law and related information, 
would see that its colleagues were 
kept up to date in such matters, and 
would make special studies of tax 
peculiarities and implications, and tax 
effects on company plans. 

If size warrants an even wider 
distribution of function, the law and 
research section could be _ split. 
Changes in this pattern readily sug- 
gest themselves. There would be no 
need for a municipal tax specialist, for 
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example, if the company has relative- 
ly few properties to be assessed. If 
foreign taxes are prominent in the 
company’s operations, some emphasis 
would have to be placed in that direc- 
tion. Where the senior accounting 
officer of the company has a well- 
trained group capable of preparing 
all tax data, possibly all that is needed 
in the tax department proper is some- 
one to keep in close touch with its 
assembly and for advising, planning 
and dealing with problem items. 
Liaison with other departments is 
most important, particularly so with 
the accounting department as it is 
there that the results of doing busi- 
ness are recorded to form the base for 
tax reporting. In tax departments of 
large United States corporations a 
qualified engineer is sometimes on the 
staff to deal specifically with computa- 
tions and problems governing depre- 
ciation and depletion allowances. It 
is hardly likely that this refinement is 
necessary in Canada. 


One big advantage of having an or- 
ganized tax group is that it can work 
independently without being over- 
shadowed by the routines and de- 
mands of closely allied functions. It 
becomes recognized by other depart- 
ments as a clearing house for tax 
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problems. It has a voice before the 
executive and through that contact 
is kept advised of what is going on in 
corporate affairs. Finally, and this is 
important, as a separate responsible 
department, however small, it tends to 
create a healthy tax awareness at all 
management levels. To perform prop- 
erly it must be aware of what the 
various segments of the corporation 
are doing and thus be in the position 
to put the stamp of approval, taxwise, 
on corporate action or, alternatively, 
sound a note of caution. It is not like- 
ly to be called upon to make decisions 
as to corporate actions but will often 
have to advise on the tax conse- 
quences of decisions in the making. 


Up to this point the matter has been 
considered broadly in principle as an 
element in corporate management, the 
suggestion being that where a cor- 
poration is large enough it stands to 
benefit by having a properly recog- 
nized department to administer its tax 
affairs. What, then, should be the in- 
ternal function of such a department? 
What should it be called upon to do? 
How does it perform its task? 


Internal Function 


To answer these questions, a start 
can be made from two bases. First, 
taxation involves aspects of both law 
and accounting; therefore tax person- 
nel must be competent to work in 
both fields. Secondly, the organiza- 
tion should be designed to cope with 
the basic divisions of the national tax 
structure, that is, so far as Canada is 
concerned, the tax imposed on real 
estate and similar property, on com- 
modities imported or manufactured 
for use or sale, and on income or 
profits. It follows that the logical 


solution is to bring about a blend of 
function and appropriate qualification 


to perform such function, which in — 


terms of job classification would work 
out as follows: for tax law analysis, a 
lawyer; for tax research, a lawyer or 
accountant; for the preparation of 
returns, summaries and calculations, 
an accountant; for property and com- 
modity tax matters, an employee with 
practical experience and a flair for 
such work. 

Organized along the lines just de- 
scribed, the team should be able to 
carry out effectively the proper deter- 
mination and discharge of the com- 
pany’s tax obligations and the furnish- 
ing of tax advice to management as 
necessary in connection with corpor- 
ate affairs. 


Specific Tasks 

This would be the broad directive 
within the perimeter of which a num- 
ber of tasks may be listed as obvious 
tax department work: 

1. Formulate procedures governing 
all tax affairs of the company. 

2. Review, analyze and interpret 
tax legislation, regulations, rulings 
and court decisions. 

3. Cooperate with the comptroller 
for the maintenance of account- 
ing classifications and procedures 
deemed essential for correct tax 
reporting. 

4. Prepare and file all federal, pro- 
vincial and local tax returns, or 
supervise their preparation and 
filing. 

Cooperate with the senior finan- 
cial officer in determining the 
impact of taxation on financial 
forecasts and involved financial 
transactions. 

6: Cooperate with the company’s 
law staff in determining the tax 
aspects, real or apparent, which 
arise from time to time in the 
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negotiation of contracts and other 
business arrangements. Give as- 
sistance to the company’s counsel 
and law staff on any tax matters 
which may involve court proceed- 
ings. 

7. Conduct general research on tax 
matters applicable to company 
operations and advise company 
management of possibilities for 
minimizing tax. 

8. Study taxation trends, represent 
the company in organizations de- 
voted to tax work, and exchange 
views on general tax matters with 
professional experts and govern- 
ment tax officials. 

9. Furnish advice and assistance to 
departmental management on any 
tax matters likely to be of par- 
ticular interest within its sphere 
of responsibility. 

10. Ensure that operating and finan- 
cial management is aware of the 
services available in the tax de- 
partment. 

It may be appropriate, at this point, 
to mention that the task of minimiz- 
ing tax in no sense implies evading a 
liability. If a liability exists the tax 
should be paid. It is a function of the 
tax group to make a careful examina- 
tion of the law, rules and regulations, 
and prescribe what minimum tax is 
exigible. Occasions will arise from 
time to time when the application of 
the tax provisions imposes hardships 
or creates an unintended result. In 
such cases, a thorough examination 
of all the circumstances and their dis- 
cussion before the proper authorities 
may lead to appropriate remedies via 
the courts or by recommendations to 
Parliament through the appropriate 
Ministers. Tax officials as a whole are 
meticulous in their efforts to impose 
no more tax than the law requires 
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though the contrary view is frequently 
held by many taxpayers. On the other 
hand there seems to be a feeling in 
some quarters that it is not quite 
honest for a taxpayer to try to min- 
imize his tax. If that is so, the rights 
of a taxpayer are very much mis- 
understood. 

It might also be added that, once 
a corporation has become large or, 
perhaps, because its operations are 
unusually susceptible to tax implica- 
tions, the best way to keep looming 
tax problems in proper perspective is 
to segregate, so far as practicable 
within the staff, the functions of re- 
search and problem work and routine 
tax compliance. This may mean no 
more than having a suitably qualified 
employee set up in a special little 
“garden” of his own where he can 
bestow a critical eye on the growth of 
things to come. His particular atten- 
tion will result in a considerable 
amount of weeding and many poten- 
tial problems will disappear. 


Importance of Tax Study 


A great deal more could be men- 
tioned about the practical aspects of 
company tax administration, but most 
of what can be said will readily occur 
to lawyers and accountants familiar 
with the day-to-day operations of a 
business. Such operations are reflect- 
ed in the books of the company in 
terms of capital and revenue receipts 
and expenditures. Routines necessary 
for accounting purposes can be sup- 
plemented by rules and checks to en- 
sure that when tax reporting time 
comes around the required distinctions 
for tax purposes will be available. 
But beyond these routines is a 
constant flow of border-line cases and 
peculiarities arising from new or un- 
usual business transactions where a 
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careful examination of all the facts is 
warranted to safeguard against errors 
in tax treatment. The tax conse- 
quences arising under contracts, 
agreements, involved transactions, or 
a continuing series of transactions are 
often not apparent until the matter 
has been adequately studied. Usually 
such study will indicate where the 
tax impact, if any, is present, though 
sometimes the only solution is to con- 
sult the tax authorities. On this point, 
incidentally, it is regrettable that 
many people still believe that the less 
one tells the tax officials the better off 
one is. This is a poor approach to tax 
administration. 


Another facet of good tax adminis- 
tration is the extent to which tax 
knowledge enters into inter-depart- 
mental operations and training of 
personnel. Most corporations, even 
smaller ones so far as seems workable, 
put alert employees into training 
schemes from time to time. These 
may be simple rotational job-to-job 
moves or they may be intensive in- 
ternal courses of familiarization with 
the company’s affairs. It will be found 
that the objective broadening of 
knowledge of operations is enhanced 
if an outline of the company’s tax 
matters is included somewhere in the 
course of instruction. This, of course, 
does not give the trainees anything 
more than an awareness of what 
might otherwise be to them a matter 
completely remote from their area of 
thinking. Likewise, personnel engaged 
in tax administration benefit from 
training away from tax matters. They 
should not remain anchored to their 
desks at the headquarters of the com- 
pany, obscured from all but senior 
management, but, on the contrary, 
should visit branch offices from time 
to time, sit down with local personnel, 





THE CANADIAN CHARTERED ACCOUNTANT, APRIL, 1959 


and discuss local tax problems. Pos- 
sibly a local revaluation of properties 
for assessment purposes needs review. 
There may be some obscurity in the 
duty classification of some locally im- 
ported material. Perhaps an irritating 
question of sales tax exemption has 
arisen. It may be found that the tax 
status of “benefits of any kind what- 
soever” needs some explanation to 
answer questions raised by employees. 
There is always something to discuss. 


It is customary in working out the 
profitability of business propositions 
to quote in terms of “before tax” and 
“after tax” results. When these operat- 
ing studies involve long-term arrange- 
ments, questions of imports, of capital 
outlays, the lending of money or some 
other special feature, it may be found 
that lack of attention to tax conse- 
quences may turn what appears to 
be a profitable arrangement into 
something quite different. The tax 
specialist can be quite helpful here, 
and at the same time broaden his 
knowledge through contact with prac- 
tical operating problems. 


One example will suffice to illustrate 
the importance of tax recognition or 
awareness among company personnel. 
A case in mind is that of a large man- 
ufacturer or vendor of products made 
in Canada. This company not only 
sells some of its products abroad but 
has established a subsidiary to manu- 
facture certain of its lines in a foreign 
country, closer to the foreign market. 
In connection with these operations 
its senior marketing executive has 
brought two or three people together 
to study developments in the Euro- 
pean common market, particularly, of 
course, in relation to the company’s 
business. Among the many observa- 
tions in this committee’s preliminary 
report is one which notes that as tax 
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implications arising out of common 
market developments appear to be 
present, the company’s tax department 
should be alerted to the problem, as a 
review of the tax situation is re- 
quired before further operating plans 
can be formulated. 


Tax Awareness in a Holding Company 


Turning now to the large corpora- 
tion which is essentially a holding 
company, it will be readily appre- 
ciated that administration of the tax 
function could be a matter of some 
importance. Some of the controlling 
company’s subsidiaries may be large 
operating organizations possibly with 
subsidiaries of their own; some, per- 
haps, are operating abroad. Under 
such circumstances, the basic problem 
of the holding company is the main- 
tenance of an appropriate tax control 
among the subsidiaries. But, beyond 
this, some interesting highlights are 
likely to dominate the group’s tax pic- 
ture. Matters related to tax consolida- 
tions, quite important to United States 
companies, will arise. Interesting 
problems generated by re-alignments 
in the structure or function of sub- 
sidiaries may occur from time to time, 
and more than an occasional glance 
will be needed to keep an eye on the 
impact of foreign taxes and tax relief. 
Because of these unusual features the 
tax affairs of large “international” cor- 
porations are likely to be rather 
weighted on the legal side. So far as 
Canada is concerned, corporations 
which attract an interest in foreign 
taxation generally do so through as- 
sociation with a foreign parent, 
though Canada undoubtedly has some 
truly international corporate struct- 
ures. 


Another tax administration problem 
is how to keep in touch with tax 
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matters in branches or subsidiaries 
without interfering too obviously in 
the affairs of local management. This 
is a matter of liaison in which person- 
al contact will ensure that local 
officials fully appreciate the overall tax 
function. At branch level, operations 
dominate; local taxes should be under 
proper control, but their place in the 
scheme of things not over-emphasized. 


A company tax department should 
have no authority to advise individ- 
uals on personal tax matters. If this 
rule is not enforced, attention to com- 
pany tax matters will suffer accord- 
ingly. However, there will be oc- 
casions when an employee, being 
transferred or for some other good 
reason, may be advised as to his per- 
sonal tax position. Tax department 
personnel can also, within the scope 
of their company tasks, write articles 
touching upon personal taxation for 
general distribution among employees. 
How much of this is done is mainly a 
matter of company policy. 


Tax Research 

A few other items pertinent to good 
tax management might be mentioned. 
One is the scrutiny of printed matter 
on taxation. The tax services are es- 
sential reading, and books and articles 
on the subject are always useful 
sources of information. The members 
of a tax group attending to tax law 
analysis and tax research could not 
perform their functions adequately 
without recourse to such material. 
Therefore it is part of their job to 
know where to find what they want 
when they want it. 


Needless to say, an organized tax 
department is well equipped to assess 
the effect of new tax laws and budget 
changes on company operations. It 
can also maintain a continuing record 
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of important tax problems and how 
they were solved in relation to the 
law, particularly if the solutions have 
involved discussions with government 
officials. It will prove to be quite 
useful in the future. Nine times out 
of ten it will be found that what ap- 
pears to be a new problem has been 
dealt with and solved at some earlier 
date, at least in principle. The tax re- 
search undertaken by a corporation 
is, of course, restricted in scope to 
matters most likely to be of direct 
company interest. Management would 
not expect its tax department to en- 
gage in broad enquiry emulating such 
organizations as the Canadian Tax 
Foundation, though it would be ex- 
pected to look ahead a little and 
endeavour to assess in a general way 
the kind of tax climate in which the 
company may shortly be operating. 

A not inappropriate reminder in 
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considering the tax function is the 
overall weight of the tax impact. 
Much of this impact is an element of 
cost or expense and is present even if 
operations result in a loss. Even 
greater, proportionately, is the burden 
of tax on profit. In this distribution of 
the tax dollar shareholders, manage- 
ment, customers and governments are 
directly involved or concerned. Good 
tax management will recognize the re- 
lationship of these separate interests 
within the sphere of company affairs. 

In conclusion, it is suggested that a 
large corporation has everything to 
gain from placing its tax affairs in the 
hands of a separate group or depart- 
ment reporting to the executive. There 
is no reason why smaller corporations 
also should not give some degree of 
independence to the employee or em- 
ployees attending to tax matters gen- 
erally. 


The Art of Delegation 


Since it is through the efforts of other people that a manager is able to 
achieve the pre-determined objectives of the enterprise, he must be willing 
to delegate authority to others. It has been said that the sign of a good 
executive is “one who goes around with worried looks on the faces of his 
subordinates”. Delegation enables an executive to grow, for he is able to 
get more things accomplished through it than if he were to try to do every- 
thing himself. This means choosing subordinates who are capable of doing 
different things rather than selecting a group of rubber stamps who can only 
perform the same tasks. In order to accomplish this, the leader has to take 
an interest in his assistants, know their capabilities and weaknesses and be 
willing to develop them. Such a leader finds considerable satisfaction in 
helping others and seeing them grow for he knows that their growth is his 
growth. Once authority has been delegated, a bond of trust is created be- 
tween executive and subordinates, and he is ready to back them to the full. 


— “So You Want to Be a Manager” by J. D. Mundie, 
Cost and Management, November 1958 
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ACCOUNTING FOR GOODWILL 


Ir 1s A First principle of accounting 
that assets should be recorded in ac- 
counts at cost; this principle unques- 
tionably extends to goodwill. Where 
there is no cost, there should be no 
recorded goodwill. Some accountants 
feel that unless goodwill is purchased 
in an arm’s length transaction it 
should not be entered in the accounts, 
but it is doubtful that Canadian ac- 
counting thought embraces that view. 


Basis of Valuation 


When the consideration is in the 
form of cash or property, the value 
of the consideration is determinable 
and the cost is established. Where 
goodwill is one of a group of assets 
acquired by a corporation in ex- 
change for the issue of common 
shares, the problem may become 
more difficult. If the shares being 
issued have a value that can be 
established by reference to stock- 
market trading, or by underlying 
asset values, they should be shown as 
being issued at that price; the aggre- 
gate consideration for their issue 
will then be properly reflected and 
the cost of goodwill thereby fixed. 

Often, however, the acquiring cor- 
poration is a new corporation which 
may be acquiring goodwill in a trans- 
action not at arm’s length; it may 
have little in the way of tangible 
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assets to support a share valuation. In 
such cases, cost is nothing more or 
less than the value stated by the 
directors as the consideration for 
which the shares are issued. Here, 
the directors have a responsibility to 
see that the value placed on the shares 
is realistic. They must be satisfied 
that the company’s shares have not 
been issued for inadequate considera- 
tion. In addition, the auditors must 
be able to state that the balance sheet 
presents fairly (or shows a true and 
correct view of) the financial position 
of the company. If an unreal value 
is applied to goodwill, the capital of 
the company and its assets are mis- 
stated and the financial statement is 
misleading. Whether the considera- 
tion for goodwill is in the form of 
notes payable, preference shares, or 
common shares there is a responsibil- 
ity on the auditors to see that the 
amount is reasonable and realistic. 


That this view is held by the 
Securities and Exchange Commission 
is clearly revealed by a review of the 
decisions and reports published by 
the Commission. The American Gyro 
case (1 SEC 83 (1935) ), particularly, 
indicates a reluctance to accept an 
arbitrary valuation by those in control 
with no sound basis. 


A further, practical deterrent to any 
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such misstatement is the possible at- 
titude of the taxing authorities. If the 
vendor of goodwill is also a share- 
holder and has received too high a 
price, it may be alleged that a benefit 
has been conferred upon him and tax 
may be assessed against him. One 
helpful measure in avoiding these dif- 
ficulties is to make an arithmetical 
calculation of the valuation of good- 
will and to keep it on file to support 
the values recorded in the accounts. 
There may be differences of opinion 
as to the proper valuation, but with 
a specific calculation available, aud- 
itor, director and taxpayer hold a 
position which is defensible on the 
grounds of their own considered 
judgment adequately documented. 


Periodic Accounting 

Having established the basis on 
which an acquisition of goodwill is 
to be recorded in the accounts, we 
come to the problem of accounting 
for goodwill on a periodic basis. It is 
another principle of accounting that 
the consumption of asset values shall 
be recognized by periodic charges to 
income. This principle applies to 
goodwill as it does to any other asset. 
There are two considerations to be 
borne in mind when dealing with 
goodwill that do not usually apply to 
tangible fixed assets. First, the good- 
will of a business may not be a dimin- 
ishing asset. Where there is no per- 
ceptible diminution in the value of 
goodwill, and therefore no consump- 
tion of the asset, there need be no 
charge against earnings for amortiza- 
tion. Again, there may be severe re- 
ductions in value where a charge 
against income for the full amount of 
the reduction would produce a dis- 
torted view of the results of the 
operations of the period. In such 
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cases, it is permissible to make the 
charge direct to the surplus account. 

An extremely helpful discussion of 
the whole subject of amortization of 
intangibles is to be found in American 
Institute Bulletin No. 48, chapter 5. 
Without repeating the wording of the 
bulletin, it is worth noting that it 
distinguishes between intangibles hav- 
ing a limited existence and those of 
indefinite duration, and then estab- 
lishes rules for the amortization of 
the former. One may, perhaps, expect 
goodwill to be classified as of in- 
definite duration, but this is by no 
means always true, and the position 
should be reviewed regularly. Where 
there is any consumption of value or 
reduction of useful life, it should be 
recognized in the accounts. 

There may be cases where expendi- 
tures are necessary to maintain the 
value of goodwill. These might take 
the form of exceptionally heavy ad- 
vertising expenditures or other sales 
promotion programs. If such costs are 
incurred, they are in the nature of 
maintenance rather than acquisition 
costs and should not be capitalized. 


Consolidations 

The treatment of so-called good- 
will on consolidation deserves special 
mention, not because the accounting 
principles differ but because they are 
frequently mis-applied or misunder- 
stood or both. Goodwill on consolida- 
tion is the term that is loosely ap- 
plied, particularly in Canada, to the 
excess of the cost of shares of a sub- 
sidiary company over the book value 
of the equity acquired in the net 
assets. This “excess cost” arises be- 
cause the purchaser has been pre- 
pared to pay for the shares he has 
acquired more than their book value. 
That is, assuming that the assets are 
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recorded in the subsidiary company’s 
records at cost, he has paid more for 
the underlying assets than their 
original cost less depreciation. Look- 
ing at the parent company’s consoli- 
dated position, a new cost basis for 
the subsidiary’s assets is created. 


Sometimes the premium paid arises 
not through excess values in the tang- 
ible assets of the subsidiary, but 
through other causes such as earn- 
ing power or a special position in an 
industry; it is, in fact, a payment for 
goodwill. In such a case, purchased 
goodwill does exist and should be 
shown on consolidation. More often, 
however, only a part of that excess 
really represents goodwill. In prac- 
tice, seldom is any attempt made to 
determine the portion of the premium 
that properly relates to goodwill. The 
fact that a part of the excess may 
represent a cost of tangible assets is 
ignored. 


There are two results of this failure 
to recognize the true position. First, 
the assets of the consolidation are 
mis-stated, not in total but in their 
description and classification. Second- 
ly, if there is no amortization of the 
excess cost element, the loss of value 
or consumption of the asset is ig- 
nored and future profits are over- 


stated. 


It is not too much to say that in 
most cases a consolidated balance 
sheet that includes as one figure 
“Goodwill on consolidation” or “Ex- 
cess of cost of shares of subsidiary 
over their net book value” fails to 
exhibit a true and correct view of the 
state of the combined companies’ 
affairs. This is a tenable argument 
because, except in those rare cases 
where the full excess is applicable to 
goodwill, the consolidated balance 
sheet fails to show the correct totals 
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of and division between tangible and 
intangible assets. It is questionable, 
even, that a company failing to al- 
locate excess cost in consolidated 
statements is complying with the pro- 
visions of The Companies Act 1934 
which requires separate totals to be 
shown for land, buildings and plant, 
on the one hand, and the amount of 
goodwill, franchises, patents, copy- 
rights, trade-marks, leases, contracts 
and licences on the other. 


For a proper presentation, two 
things should be done. Each follows 
the principles outlined above for re- 
cording the acquisition of goodwill 
and for periodic accounting. 


The excess of the cost of shares of 
subsidiaries over the equity in the 
net book value of the assets acquired 
should be allocated to the assets to 
which it applies. A part, or all, may 
apply to goodwill, but this will not 
necessarily be the case. A footnote 
should disclose the accounting treat- 
ment that has been followed in pre- 
paring consolidated statements. This 
might well come under the general 
heading “Principles of Consolidation”. 


Having once established asset costs 
on a consolidated basis, provision 
should be made for amortization of 
the portion of excess cost applying to 
assets, where amortization is required. 
In the case of investments, or certain 
other assets, there may be no require- 
ment to amortize any excess cost; on 
the other hand, if any excess applies 
to depreciable property, it will have 
to be amortized. Normally, entries 
will be made in the accounts of the 
parent company only, in which the 
cost of the investment in the sub- 
sidiary will be reduced by a special 
depreciation charge. However, there 
is nothing against re-stating the assets 
in the accounts of the subsidiary. 
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A charge against income which 
will not produce any income-tax sav- 
ing will not be welcome, but without 
such a charge there is inaccurate re- 
porting of income. 


Negative Goodwill on Consolidation 

A problem that arises seldom, but 
that must be faced, is that created by 
negative goodwill on consolidation. 
The treatment usually afforded is to 
show it under the heading of “Capital 
surplus arising from consolidation”. 
This is not a good term, for a purchase 
cannot create a surplus. The prefer- 
able treatment is to reduce the vari- 
ous classes of assets in the consoli- 
dated accounts by deducting from 
individual assets the appropriate por- 
tion of excess of book value over the 
cost of the shares. Once again, this 
will require applying the reduction 
over the various classes of assets. 
This will have its effect on the con- 
solidated income account, for the con- 
solidated amortization charge will be 
less than the total of those for parent 
and subsidiary. This can best be 
handled by having the parent make 
an annual entry crediting special de- 
preciation expense and charging the 
investment in subsidiary. As an alter- 
native, the asset accounts may be re- 
stated in the books of the subsidiary. 
The subsidiary will, of course, claim 
full depreciation for tax purposes. 


Amalgamations 

It should be recognized that an 
amalgamation or merger cannot of 
itself create goodwill. The essential 
element of purchase, whether by 
direct acquisition or by buying con- 
trol of a subsidiary company, is lack- 
ing. The existence of goodwill arising 
from consolidation is therefore re- 
stricted to cases where there has 
been a true acquisition of a subsidi- 


ary, and it is not to be found where 
there is a mere “pooling of interests” 
on amalgamation. 


Recommendations 

To sum up, the application of first 
accounting principles to accounting 
for goodwill is clear and _ logical, 
whether we apply those principles to 
goodwill purchased with other assets 
of a business or to goodwill acquired 
in the purchase of shares of a sub- 
sidiary. The method may be summar- 
ized as follows: 

1. Record goodwill at cost. 

2. Where a subsidiary is acquired, 
draw up consolidated accounts to 
apply any excess cost of shares 
over net book value to the indi- 
vidual assets to which it belongs. 
Explain the accounting treatment 
in a note to the financial state- 
ments. 

8. Recognize any consumption of 
asset values, whether of goodwill 
or of other assets acquired through 
the purchase of a subsidiary, by 
periodic charges to income. Pro- 
vide for this amortization of excess 
of cost of shares over their net 
book value in the accounts of the 
holding company. In the case of 
the sudden write-off of goodwill, 
a charge to earned surplus may 
be appropriate. As an alternative 
to recording the amortization of a 
write-off in the accounts of the 
parent, the accounts of the sub- 
sidiary or subsidiaries can reflect 
the restatement of asset values and 
the appropriate charges to income 
and surplus. 

4, If the cost of shares of a sub- 
sidiary is less than the net book 
value of those shares, on consoli- 
dation apply the difference in re- 
duction of the recorded cost of 
the subsidiary’s assets. 





IIT OT et 


I 





SO 


Audit Planning with the 


Help of the Client 


IN THE ACCEPTED scope of today’s ac- 
counting practice, the auditor pro- 
vides many services beyond the basic 
audit of the accounts. These include 
advice on taxation matters, construc- 
tive suggestions on procedures and 
practices, and other management re- 
sponsibilities. But the main profes- 
sional responsibility of the auditor, 
the one that occupies most of his 
working day and earns him the great- 
er part of livelihood, is still the annual 
audit of his clients’ accounts. Each 
audit engagement involves coopera- 
tion with the client in planning for 
and carrying out the work. 


The auditor must be sure that his 
examination is effective and that the 
time spent by himself and his staff is 
devoted to the work necessary to the 
verification of the financial position 
and operating results of the client. 
Excess time resulting from poor work- 
ing arrangements, searching for in- 
formation and documents, or becom- 
ing involved in problems not related 
to the audit may detract from the 
technical efficiency of the verification 
and will certainly result in an audit 
fee greater than a reasonable stand- 
ard for the job. 

In addition, an audit that is planned 
or carried out poorly will cause un- 
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necessary disruption of the regular 

routines of the client and overtime for 

both the auditor’s and client’s staffs. 
The auditor and client should work 
together to determine: 

1. The audit examination and verifi- 
cation to be carried out during the 
year under review, that is, prior to 
the balance sheet date. 

2. The time schedule for closing off 
the books of account, completing 
the necessary post-year-end veri- 
fications, and preparing the finan- 
cial statements and the auditor’s 
report thereon. 


8. The work to be done by the 


client’s staff on the analysis of ac- 
counts, preparing schedules for 
the auditor, obtaining copies of 
agreements and minutes, and 
bringing filing up to date. 
Planning can best take place well 
in advance of the year end. The best 
time is at the completion of one an- 
nual audit when the problems of the 
preceding audit are fresh in the minds 
of the client and the auditor. 


Before Year-End Procedures 

It is generally accepted that all veri- 
fication procedures need not be per- 
formed at the balance sheet date. 
When suitable controls exist, cash and 
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accounts receivable may be confirmed 
at an earlier date, and inventories can 
be verified by sections or departments 
in an organized program throughout 
the whole accounting period under 
review. The auditor will wish to at- 
tend the stocktaking to observe the 
count and can assist the client by en- 
suring that inventory instructions are 
clear and complete and that the in- 
ventory procedures are properly car- 
ried out. The detailed test examina- 
tion of transactions and a review of 
the systems and procedures and sys- 
tem of internal control can also be 
done prior to the year end, generally 
in a quiet period of the client’s busi- 
ness cycle. 


As the year end approaches, the de- 
tailed time schedule for the closing 
off of the client’s books should be 
drawn up by the client’s chief ac- 
counting officer for the guidance of 
both himself and the auditor. This 
will start with the customary recon- 
ciliation of the banks, preparation of 
trial balances, setting of dates for 
closing of the cash book and voucher 
register, and for receiving all infor- 
mation on sales and other matters 
from branches. Responsibility should 
be assigned to specific individuals and 
coordinated deadline dates set. 


Schedules Prepared by Client 

The auditor’s job can be simplified 
and the audit time reduced if the 
client’s staff will prepare as many of 
the schedules for the auditor’s work- 
ing papers as possible. There is no 


reason, for example, why the client 
cannot make up supporting balance 
sheet items and expense accounts. The 
auditor's work can then be limited to 
verification. In an optimum situation, 
the auditor would be presented with 
completed working papers including 
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financial statements and supporting 
schedules. This has been achieved in 
some cases, but in the range of prac- 
tice there is a substantial variation, 
depending cn the size of the audit, 
the cooperation between client and 
auditor, and the personnel available to 
the client. In some cases, all of the 
work is done by the auditor even to 
the closing off of the client’s books. 
There is a danger that when the au- 
ditor becomes involved in the prepar- 
ation of working papers and the 
client’s bookkeeping, he may lose per- 
spective and the quality of his audit 
may suffer. 

The following are typical examples 
of schedules that can be provided by 
the client’s staff: 

1. Trial balances of the general and 
subsidiary ledgers. 

2. An aged trial balance of the ac- 
counts receivable. 

3. Bank reconciliations. 

4, An accounts payable listing sup- 
ported by suppliers’ statements. 

5. A schedule of insurance policies 
in force with full information as to 
the date of the policies, time-to- 
run, premiums and prepaid por- 
tion of the premiums. 

6. A schedule of fixed assets and re- 
serves by class of assets, addi- 
tions and disposals in the period 
and the depreciation calculation. 

7. Analyses of prepaid and accrued 
items. 

8. Analyses of expense accounts. 


These schedules can often be pre- 
pared on the auditor’s own working 
papers. 

It will also help if the auditor is 
given copies of minutes of directors’ 
and shareholders’ meetings, leases, 
agreements, or other papers affecting 
the accounts. These, which can be 
photo copies or extra copies, will be 
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required for the auditor’s file, and 
time and expense will be saved if 
they are provided. 


Advantages of Client Cooperation 


A certain amount of preparatory 
work on the part of the client before 
audit time reduces the time that must 
be spent by the auditor and enables 
the audit staff to devote itself to 
examination and verification rather 
than to search for cheques and vouch- 
ers. It also avoids questions to the 
client’s staff about innumerable items 
and transactions. The preparation of 
schedules and the examination of ac- 
count balances by the client will also 
prevent the need for many adjusting 
entries during the audit. The account- 
ing staff might also ensure that all 
ledgers are in balance, inter-company 
accounts are agreed and any differ- 
ences with customers or suppliers are 
reconciled prior to the audit. The fil- 
ing of vouchers and cheques should 
also be brought up to date if this is 
behind. If the client can provide a 
suitable listing of the results of the 
inventory and provide details of the 
method of pricing, supported by 
vouchers, other price information and 
inventory write-downs, the verifica- 
tion work of the auditor will be simp- 
lified considerably. 


The client should provide adequate 
working space for the auditor’s staff. 
The auditor in turn should see that 
his staff is properly supervised and 
that its work is planned and controlled 
to avoid a waste of time or unneces- 
sary bother to the client’s staff. In 
this regard, it is very desirable that 
all queries from the staff be cleared 
through the senior in charge of the 
job and that all discussions on matters 
of presentation, adjustments to the ac- 
counts, and requests for assistance 


from the client’s staff be controlled by 
the senior or the auditor. 

It is beneficial to change the au- 
dit staff periodically in order to 
preserve an independent approach to 
the audit. However, most clients pre- 
fer to have an audit staff familiar with 
records and procedures. There is no 
easy solution to this difference in 
points of view. Some turnover of staff 
is inevitable as audit students progress 
in their studies, but it will be condu- 
cive to good relations if the auditor 
tries to maintain some continuity of 
personnel, If the senior man on the 
job is to be changed, the auditor 
should inform his client of the reason 
and see that the new man is properly 
instructed and introduced to the au- 
dit. 

The auditor’s working papers should 
provide details on the client’s orga- 
nization, system of internal control, 
books of account, accounting pro- 
cedures, as well as minutes, agree- 
ments and other documents of con- 
tinuing importance. Adequate de- 
scription of these in the auditor’s per- 
manent file reduces the effort requir- 
ed for new members of the audit 
staff to become acquainted with the 
client’s affairs. 


Difficult Deadlines 

Special problems in auditor-client 
cooperation arise under certain cir- 
cumstances, 

In some of the larger corporations, 
the deadline for the completion of 
the audit will be set at a date shortly 
after the year end. The directors 
may be anxious to send published re- 
ports out to the shareholders, or there 
may be a requirement for consolida- 
tion of the accounts on an interna- 
tional basis. The situation may be 
complicated further for the auditor 
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by the existence of branch plants and 
agencies with some degree of decen- 
tralization in the accounting. It is 
only through cooperative planning 
that deadlines can be met and an ef- 
ficient audit carried out. 


With a difficult deadline, much of 
the verification will have to precede 
the closing date. Generally, the de- 
gree of internal control is sufficient 
that this verification can be done by 
the auditor without risk. The client 
and auditor should arrange for inven- 
tories to be verified during the year 
and for accounts receivable to be con- 
firmed at a date other than the year 
end. It is essential that the client 
plan the closing-off procedure well in 
advance and that an adequate pro- 
gram be prepared and distributed to 
all concerned. In addition, there 
must be sufficient follow-up to see 
that the schedule is met. 


Assistance of Internal Auditor 


In the larger corporations, the au- 
ditor will probably have the assist- 
ance of an internal auditor employed 
by the client. It will be possible to 
improve the audit coverage and re- 
duce audit time through coordina- 
tion of efforts with the latter, as the 
external auditor can accept a great 
deal of his verification work. To this 
end, the internal auditor can make 
available copies of his audit programs 
and reports he has prepared during 
the year. If he has audited an area 
that should receive scrutiny by the 
auditor, there is no reason why his 
work cannot be reviewed and ac- 
cepted, possibly subject to some test- 
check of transactions. Considerable 


effort and expense can be saved by 
cooperation in this area. Often the 
internal auditor, through his knowl- 
edge of the business of his employer, 
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is in a position to provide better au- 
dit information and to do a more un- 
derstanding audit than the external 
auditor. The only question is as to 
his “independence”. He cannot be 
considered as independent as _ the 
shareholders’ auditor by the very 
terms and conditions of his employ- 
ment. However, the internal auditor 
will report facts accurately without 
bias. 

In today’s practice, the auditor 
places great reliance on the system 
of internal control. Prior to the com- 
mencement of an audit or in the early 
stages of the detailed examination. 
the auditor will review the system of 
internal control in effect. Many audi- 
tors use a questionnaire to assist them 
in this, and the answers to the ques- 
tions are discussed with the senior 
accounting official of the client’s or- 
ganization. This review of the sys- 
tem of internal control can be ex- 
tremely beneficial to the client as it 
will be carried out objectively and 
may bring to light weaknesses of 
which the client is not aware and 
which would permit fraud or error. 
The extent of the auditor’s verifica- 
tion must be governed by the degree 
of control in the client’s organization. 
It follows, therefore, that client and 
auditor by working together to im- 
prove the control will reduce the de- 
tailed checking required and improve 
the audit. 


Data Processing Audits 

As industry moves from hand-writ- 
ten and machine-written records to 
records on punched cards, paper tape 
and magnetic tape, improvements in 
data processing techniques will force 
the auditor to adapt his techniques to 
the new procedures. On the basis of 
development to this time, it is safe to 
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conclude that the auditor must work 
closely with the client to be sure that 
the data processing system provides 
proper coding and retention of source 
data, checks and controls in the sys- 
tem to locate and eliminate errors at 
each processing step, and “audit 
trails” which may be special runs of 
data at certain points or transaction 
register sheets produced as a by-prod- 
uct of the data processing. It is most 
desirable that the auditor review any 
new data processing system prior to 
its installation in order that any con- 
trols or reports essential to the audit 
can be built into the system. 


The auditor can contribute to the 
efficiency of his audit and good client 
relationship by a time budget for 
each assignment and an estimate of 
his audit fee. Such a time budget 
would estimate the time required for 
each phase of the audit. Extended at 
chargeable rates of the staff required 
for the audit, it will provide an esti- 
mate of the fee. If the actual time is 
going to exceed the estimate through 
no fault of the auditor, he should so 
inform his client. This will occur 
when he is asked to do work that 
could well have been done by the 
client’s staff or where special avenues 
of investigation open up that must 
be followed. When this arises and 
the auditor informs his client, he will 


generally find little difficulty in hav- 
ing his fee adjusted. However, when 
the auditor shows up at the end of 
the audit with an unusually large ac- 
count without any explanation for it, 
it is most difficult to justify the high- 
er fee, and relationships may be 
strained. Handled properly, it is 
good business and not damaging to 
the professional character of his work 
for the auditor to discuss his fee in 
advance with his client. 


Conclusion 

The techniques and procedures of 
the auditor are not too well under- 
stood by the public or, quite often, 
by senior personnel in the client's 
organization. Efforts have been made 
by the American Institute of Certified 
Public Accountants and the Canadian 
Institute of Chartered Accountants to 
improve this through publications 
and public relations efforts. Planning 
an audit in cooperation with a client 
makes sense in achieving an efficient 
audit at a reasonable fee and is also 
beneficial, from an educational point 
of view, for the individual auditor and 
the profession as a whole. The audi- 
tor may receive some criticism and 
queries from the client, but in the 
long run these will result in improved 
work and better mutual understand- 
ing. There should be no loss of in- 
dependence to the auditor. 





Accounting for 
Mergers and 
Consolidations 


JOHN A. CARSON 


Do consolidated financial _state- 
ments present fairly the financial po- 
sition of the companies in accord- 
ance with generally accepted ac- 
counting principles? This article dis- 
cusses some of the generally accepted 
accounting principles requiring con- 
sideration when reporting on consoli- 
dated accounts. 


Business Combinations — Mergers 
and Purchases 

Mergers are described for account- 
ing purposes as a business combina- 
tion of two or more companies in 
which the holders of substantially 
all of the ownership interests in the 
constituent companies become the 
owners of a single company which 
owns all the assets and business of 
the constituent companies, either di- 
rectly or through one or more sub- 
sidiaries. 

A purchase is described as a busi- 
ness combination of two or more com- 
panies in which an important part of 
the ownership interests in the acquir- 
ed company or companies is elimin- 


ated or in which other factors requi- 
site to a merger are not present (Am- 
erican Institute of Certified Public 
Accountants, Accounting Research 
Bulletin No. 48). ' 


The characteristics of a merger are: 
(1) the smaller of the two companies 
in a transaction is substantial in rela- 
tion to the assets and earnings of the 
combined companies, (2) the ulti- 
mate ownership of the stock of the 
combined companies held by the for- 
mer owners of the smaller company 
is substantial in relation to the over- 
all ownership, (3) there is some con- 
tinuity both of such ownership and of 
the management of the business ac- 
quired. The transaction could scarce- 
ly be regarded as a true merger when 
a large national chain absorbs an in- 
corporated corner grocery store. The 
transaction in substance is a purchase, 
even though the local grocer is paid 
for his store in stock of the chain and 
continues to officiate behind the 
counter. 


When a combination is deemed to 
be a purchase the net assets acquir- 
ed should be recorded on the books 
of the acquiring company at cost. Ex- 
penses incident to a purchase are a 
part of the cost of the assets acquired. 
This is in accordance with the prin- 
ciple applicable to accounting for 
purchases of assets. 


A merger creates no new costs in 
as much as a new basis of accounta- 
bility does not arise. The aspects of 
buying and selling are absent as the 
ownerships are pooled and there is a 
continuity not present when proper- 
ties are sold. The significant feature 
in a merger is the combining of the 
earned surpluses of the predecessor 
corporations and carrying them for- 
ward to the new company. An oper- 
ating deficit on the books of one pre- 
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decessor is usually deducted from the 
earned surplus of the other. How- 
ever, it is sometimes desirable to con- 
sider a quasi-reorganization prior to 
the merger by which a reduction in 
stated capital is applied to eliminate 
the operating deficit. 


If the accounting policies of the 
various corporate parties to the mer- 
ger have been inconsistent with each 
other it may be desirable to adjust 
to a consistent basis in the surviving 
company. Some examples are: (a) 
adjustment to an accrual basis for 
holiday pay, (b) one method of pric- 
ing inventories, and (c) same basis 
of providing for depreciation. These 
adjustments are required for com- 
parability and usefulness of financial 
statements. 


The 1958 Income Tax Amending 
Bill introduced a new section defining 
amalgamations for tax purposes. The 
new rules apply only if all of the 
shareholders of the predecessor corp- 
orations become shareholders of the 
new corporation by virtue of the mer- 
ger. While frequently the charter of 
one of the surviving corporations is 
kept alive, for the purposes of this 
paper a new corporation does arise. 
There is a restricted application of 
this new section in that the merging 
companies must be incorporated in a 
jurisdiction where company law pro- 
vides for mergers. The Ontario Com- 
panies Act permits mergers whereas 
the Dominion Companies Act has not 
a similar provision. Under the Do- 
minion Companies Act a merger can 
be accomplished by an involved pro- 
cedure but results in the elimination 
of whole or part of the existing sur- 
pluses of the companies involved. 


Some of the rules to be followed 
taxwise are: (1) business losses may 
not be carried forward to be deduct- 


ed by the new corporation, (2) the 
new corporation may elect to pay the 
special 15% tax on the undistributed 
income on hand at the end of 1949 of 
its predecessor corporations that have 
not already so elected. 

The effect of tax rules dealing with 
amalgamation of corporations will fa- 
cilitate the combining of businesses 
where the desire for combination 
existed but, for tax considerations, 


could not be justified. 


Enterprise and Legal Entities 


Consolidated statements are predi- 
cated upon the assumption that the 
entire group of companies under a 
single management is one enterprise, 
and that for certain purposes at any 
rate the most useful accounts are 
those which portray the financial po- 
sition and operating results of this 
combined enterprise. In these cir- 
cumstances, it is understood each sep- 
arate legal entity maintains its own 
books and prepares its own balance 
sheet and income statement. The 
consolidated statements are the result 
of combining the statements of the 
separate legal companies, thus form- 
ing a new business and accounting 
entity. 


Basis of Consolidation 


The purpose of consolidated finan- 
cial statements is to present the re- 
sults of operations and the financial 
position of a group of companies 
consisting of a parent and its sub- 
sidiaries in a more meaningful man- 
ner than would ordinarily be possible 
through the use of separate state- 
ments. The omission of a significant 
subsidiary from the consolidation 
with the presentation of separate fi- 
nancial statements should be based 
on the conclusion that by its omis- 
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sion the statements will be more in- 
formative than if the subsidiary had 
been included. 

Accounts of companies which are 
effectively controlled by another com- 
pany may be consolidated with the 
accounts of the controlling company. 
Majority ownership of voting stock in 
most cases is prima facie evidence of 
control. The inclusion of a subsidi- 
ary having an extremely strong or 
weak position could result in a mis- 
leading impression, e.g. where the 
subsidiary was in an unusually liquid 
condition. 

The Securities and Exchange Com- 
mission has a broad rule which says 
that a company shall follow in the 
consolidated statements principles of 
inclusion or exclusion which will 
clearly exhibit the financial condition 
and results of operations of the regis- 
trant and its subsidiaries. This prin- 
ciple of utility is a basic concept in 
any discussion of financial statements. 
C.1.C.A. Bulletin No. 14 confirms this 
principle by stating that consolidated 
statements should be presented 
wherever they are likely to give the 
most informative view. 


Consideration should be given to 
the existence of currency and other 
restrictions upon the operations of 
foreign subsidiaries, location and 
availability of subsidiary assets, ma- 
terial amounts of extensively secured 
debt in the hands of outsiders, extent 
of minority interests in junior and 
senior stocks, possibility of loss of vot- 
ing control through conversion or ar- 
rears of preferred dividends, time- 
period elapsing between different 
fiscal year closing dates of parent 
and subsidiary, and relative homo- 
geneity or interdependency of opera- 
tions of parent and subsidiary. 


Consolidated statements alone can- 
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not be used as a basis for formulat- 
ing or anticipating dividend policy, 
unless they are prepared with this 
end explicitly in view. The dividend 
policy of the parent company will de- 
pend on the composition of its own 
surplus account, the form in which its 
assets appear, the laws under which 
it was incorporated, and its future fi- 
nancial needs and prospects. The 
dividend policy of its subsidiaries will 
depend on similar considerations. 
Consequently, the existence of a large 
consolidated surplus account or a 
strong consolidated working capital 
position is no assurance that divi- 
dends can or should be declared by a 
parent company. 


Since consolidated statements are 
designed to reflect the position and 
operations of a group of closely re- 
lated business units, they should not 
be prepared unless the assumption of 
an economic entity can be justified. 


Inter-Company Investment 

The date on which controlling in- 
terest is acquired may be acceptable 
as the date of acquisition. When sev- 
eral blocks of stock have been pur- 
chased at various dates, culminating 
in control of a subsidiary, the date of 
acquisition for purposes of determin- 
ing subsequent earnings to be includ- 
ed in the income statement depends 
on the circumstances. If several 
small purchases are made within a 
short period of time and then a large 
block purchased resulting in control, 
the date of the latter purchase may 
be considered the date of acquisition. 
If several large purchases are made 
over a relatively long period of time, 
and surplus has fluctuated materially, 
surplus of the subsidiary at date of 
acquisition may be properly deter- 
mined on a step-by-step basis. It is 











acceptable practice to include in 
earnings the post-acquisition income 
attributable to each block acquired 
within the fiscal year, including in- 
come on shares owned prior to pur- 
chasing an interest in excess of 50%, 
provided control is obtained before 
the end of the year. If the plan to 
acquire a controlling interest does not 
result in control at the end of the 
fiscal year, then when control is ob- 
tained in the following year any 
post-acquisition income arising in the 
previous year and attributable to 
shares acquired in the previous year 
should be credited to earned surplus. 


Where a parent company has pur- 
chased the capital stock of a sub- 
sidiary at a cost in excess of the un- 
derlying net asset carrying value of 
the subsidiary at date of acquisition, 
the significant enterprise consolidated 
investment figure is the cost to the 
parent company. The difference be- 
tween the parent’s investment cost 
and a subsidiary’s underlying net as- 
set value at date of acquisition should 
be allocated to specific tangible and 
intangible assets of the subsidiary if 
there is objective evidence of under 
or over-statement of the subsidiary’s 
assets. (If a reasonable basis for al- 
locating the excess to tangibles or in- 
tangibles cannot be determined, such 
excess should be shown separately 
and amortized.) Determine the na- 
ture of the excess (direct restatement 
of the subsidiary’s assets is permis- 
sible) and adjust consolidated state- 
ments. If the excess is attributable 
to depreciable assets, it should be 
allocated to such assets, and depre- 
ciation at appropriate rates should 
be provided by a charge against 
income until such time as the ex- 
cess is completely amortized. In no 
circumstances, should an immediate 
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write-off be made against surplus, 
even where it has been determined 
that the excess, in whole or part, is 


represented by goodwill. This has 
not been generally accepted by ac- 
countants as special situations are en- 
countered where the immediate 
write-off of goodwill is justified. 


Where the net assets acquired ex- 
ceed the cost of the investment, the 
recommendation that the cost of the 
investment in a subsidiary be allo- 
cated to its various assets applies. If 
the specific assets of the subsidiary 
are known to be overvalued, the re- 
quired corrections can be made on 
the consolidated working papers. 
Where the excess arises as the result 
of an acquisition made under distress 
conditions, it is preferable to treat 
such difference as a capital surplus 
properly described as to source. 


Inter-Company Transactions 

The presence of a minority interest 
gives rise to problems in the proper 
handling of inter-company trans- 
actions. All inter-company profit, in 
the absence of a minority interest, 
would be eliminated on consolidation. 
Inter-company profit is realized on 
inter-company transactions from the 
point of view of the minority; conse- 
quently, that portion of the profit ac- 
cruing to the minority interest should 
be retained in a consolidated balance 
sheet. This view has not been gen- 
erally accepted by accountants as 
they state that the primary objective 
of consolidated financial statements is 
the presentation of financial state- 
ments of a group of related com- 
panies as though these companies 
were legally as well as economically 
mere organizational subdivisions of 
one large concern. It follows that no 
gain or loss should be reflected in 
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consolidation as a result of trans- 
actions between the consolidated 
group. Since a profit to an affiliate is 
recorded at the time of sale, it should 
be eliminated at statement date. If 
there is a minority interest in the 
affiliate recording the profit, then the 
elimination of the profit from the 
consolidated statements should be 
charged proportionately to the minor- 
ity interest, as well as to the major- 
ity interest. 

If sales are made to a controlled 
but unconsolidated subsidiary, the ac- 
counting treatment of the inter-com- 
pany profit will depend on whether 
the investment is carried at equity 
value or cost. If the investment in 
the subsidiary is carried at equity 
value, an elimination should be made 
just as if the subsidiary had been 
consolidated. If, however, the invest- 
ment is at cost and the equity value, 
less the inter-company profit, exceeds 
cost, it would not be necessary to 
eliminate the inter-company profit on 
regularly recurring sales in normal 
amounts as the unrealized profit on 
the sale would not exceed the un- 
recognized increase in equity. How- 
ever, in the case of abnormal sales in 
significant amounts, e.g. where an en- 
tire year’s requirements were shipped 
within a month to avoid an impend- 
ing increase in duty, no profit should 
be recognized until the merchandise 
had been sold by the subsidiary. 


Minority Interest 

The practice of issuing consoli- 
dated statements unaccompanied by 
the actual statements of either the 
major company or the subsidiaries is 
objectionable in many cases. It is not 
the best reporting to issue only a con- 
solidated balance sheet with no ex- 
planation and no disclosure of the 


separate status of the component 
companies, where important sub- 
sidiaries, with varying financial struct- 
ures and varying degrees of operating 
success, and perhaps with important 
minority and outside interest, are in- 


cluded. 


Textbook examples may give the 
impression that the minority interest 
is represented proportionately in the 
assets of the consolidated statement. 
As an extreme example, a subsidiary 
having a large minority interest may 
have only cash as an asset, and in 
such a case the payment of a divi- 
dend by the subsidiary would have 
an adverse affect on the consolidated 
working capital. Such a situation may 
require disclosure by the accountant 
if the amount is material. 


Net income of subsidiaries applic- 
able to preferred or common stock of 
such subsidiaries held by others must 
be deducted before arriving at con- 
solidated net income for the enter- 
prise. Whenever the earnings are in- 
sufficient to cover the cumulative pre- 
ferred dividend requirement of min- 
ority held shares, the usual practice 
is to provide in full for such require- 
ment even though dividends may not 
be currently declared. 


The minority interest is usually 
shown at the book value of the minor- 
ity stock. In the case of a deficit 
existing in a subsidiary, the minority 
interest is reduced by its share of the 
subsidiary’s deficit. In the unusual 
case where the minority interest is 
negative, prudence would require 
that the minority interest’s share of 
losses should be charged against the 
income accruing to the majority in- 
terest, as any recovery can only arise 
from future profits. However, if 
future profits do materialize, the 
majority interest should be credited 
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to the extent of losses previously ab- 
sorbed. This conforms to the general- 
ly accepted accounting principle that 
consolidated financial statements are 
prepared on the going-concern basis. 


Non-Consolidated Subsidiary 
Earnings of unconsolidated 
subsidiaries 

It is still the predominant practice 
to include in the earnings statement 
of the parent company only the 
dividends received and to give re- 
cognition to the parent-subsidiary 
relationship through footnote dis- 
closure of the parent company’s 
equity in the net earnings of the un- 
consolidated subsidiaries. 


If a majority-owned affiliate is 
omitted from consolidation, reasons 
for the exclusion should be given. 
The explanation would refer, for ex- 
ample, to administrative control 
which is incomplete for some specific- 
ally stated reason of law, custom, or 
economic condition which dictates 
that the operations of the excluded 
unit must be carried on by a sep- 
arate company and cannot be inte- 
grated with those of its affiliates. 
Where the excluded company is sig- 
nificant in size or other aspect, 
appropriate disclosure should be 
made of the parent’s share of (1) the 
subsidiary’s profits or losses for the 
current accounting period, (2) the 
dividends declared by the subsidiary 
during such period, and (3) the 
subsidiary’s undistributed earnings 
from date of acquisition. Under these 
conditions a strong presumption exists 
that separate statements of the sub- 
sidiary company would accompany 
the consolidated statements. 

Foreign subsidiaries 
Whether consolidation of foreign 


subsidiaries is decided upon or not, 
adequate disclosure of foreign opera- 
tions should be made. A useful guide 
as to the consolidation policy and dis- 
closure required with respect to 
foreign assets and operations is 
available in Accounting Research 
Bulletin No. 43 issued by the Amer- 
ican Institute of Certified Public Ac- 
countants. 


The following are possible ways of 
providing information relating to 
foreign subsidiaries: 

(1) Include in the consolidation 
all subsidiaries operating in foreign 
countries and give, as a supplement- 
ary statement by broad geographic 
categories, details of assets and 
liabilities in foreign countries, includ- 
ing any foreign assets and liabilities 
of the parent and domestic subsidi- 
aries. The supplementary information 
should disclose (a) foreign sales, (b) 
net income, (c) net income for the 
year not realized in Canadian dollars, 
(d) the cumulative retained earnings 
not yet realized. 


(2) As a modification of the first 
method, the subsidiaries operating in 
foreign countries would be consoli- 
dated in the income statement though 
the investment would be shown in 
the balance sheet at cost. Earnings 
not realized in Canadian dollars 
would be deducted in the consoli- 
dated income statement. Details of 
assets and liabilities in foreign 
countries would be given as a 
supplementary statement. From the 
net assets held abroad there would 
be shown a deduction from earn- 
ings retained for use in foreign coun- 
tries, with the final figure in the 
supplementary statement in agree- 
ment with the investment at cost 
appearing in the consolidated balance 
sheet. As in the first method, the 
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foreign sales and net income should 
be disclosed. 


Conclusion 

Normally, the reports of independ- 
ent public accountants can be de- 
pended upon to point out any im- 
portant departures from generally ac- 
cepted accounting principles. 

This article does not cover all the 
accounting problems encountered in 
the consolidation of financial state- 


ments, and there is danger of over- 
simplification of a subject which in 
itself is quite complex. Any discus- 
sion on accounting principles and 
procedures must be considered to be 
readily adaptable to the changing 
character of the business economy. 
The increasing use of consolidated 
financial reports requires that the 
public accountant investigate care- 
fully the principles of utility, full dis- 
closure and fair presentation. 


Indirect Expenses in Cost Accounting 


There is evidence that there was some costing carried out even in the 
earliest stages of accounting history. The Florentine “manufacturers” of the 
fourteenth century kept cost records and there are several other instances 
of costing prior to the nineteenth century. But the problem of overhead does 
not appear to have been seriously considered, probably because its relation 
to the prime cost was insignificant. However, the problem must have arisen 
soon after the factory system became operative. 

That it certainly puzzled one famous manufacturer in the 18th century 
is on record, for on August 23, 1772, Josiah Wedgwood wrote to his friend 
Thomas Bentley: 

“I have had several serious Talks with our Men at the Ornamental works 
lately about the price of our workmanship, the necessity of lowering it, es- 
pecially in Flower pots, Bowpots & Teapots, & as I find that their chief 
reason against lowering their prices is the small quantitys made of each, 
which creates them as much trouble in tuning their fiddle, as playing the tune 
ages if you turn the Columns of calculation & see how large a share, 
Modeling & Moulds & the three next columns bear in the expence of manu- 
facturing our goods, & consider that these expences move on like clock- 
work, & are much the same whether the quantity of goods made be large 
or small, you will see the vast consequences in most manufacturers of 
making the greatest quantity possible in a given time. Rent goes on whether 
we do much or little in the time. Wages to the Boys & Odd Men, Ware- 
housemen & Book-keeper who are a kind of satelites to the Makers (Throw- 
ers, Turners &c) is nearly the same whether we made 20 doz. of Vases or 
10 doz. per week, & will therefore be a double expence upon the latter num- 
ber. The same may be said in regard to most of the incidental expences, 
Coals for the workshop fires (no small expence) which must be rather in- 
creas'd than diminish’d when the Men are idle, in order to keep them warm.” 


— “The Influence of Economic Forces on Accounting”, by Louis Goldberg, 
in a paper to the convention of the Australian Society of Accountants, 
May 1958. 
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The Use of Office 


Machine Equipment 


JOHN M. BURN 





THIS ARTICLE is not a directory of of- 
fice machine equipment firms or a 
catalogue of their products. Nor is it 
directed to those who are already fa- 
miliar with equipment and are look- 
ing for news of the latest arrivals on 
the scene; that information is avail- 
able in trade publications and in re- 
leases from the manufacturers. 


Instead, this article is directed to 
those who have only a nodding ac- 
quaintance with office machines and 
who are confused by the multitude of 
products available and the features 
of each one. 


Three main types of office equip- 
ment will be dealt with, namely, the 
adding machine, calculator and ac- 
counting machine. A comprehensive 
knowledge of the adding machine and 
the calculator should lead to a better 
understanding of the principles and 
the immense potentialities of the ac- 
counting machine and related special 
purpose equipment. Furthermore, 
familiarity with the considerations in- 
volved in purchasing an adding ma- 
chine should lead to improved pur- 
chasing of other equipment. 


LISTING ADDING MACHINES 
The listing adding machine is a de- 
vice which prints as it computes. Al- 


though its primary function is to add 
or subtract, it can multiply by re 
peated addition or divide by repeated 
addition of reciprocals. Sub-totals or 
totals may be obtained as required. 


The first step in considering the 
purchase of an adding machine is to 
determine the uses to which the ma- 
chine is to be put. Since the maxim 
that “you pay for what you get” ap- 
plies here as well as everywhere else, 
it is costly to purchase a more elab- 
orate machine than absolutely requir- 
ed. On the other hand, it is unwise 
to scrimp on the purchase price only 
to find out later that the machine can- 
not accommodate all that is required. 


There are at least 27 different 
makes of adding machine available in 
Canada with prices ranging from be- 
low $100 to over $800. Owing to the 
large number of competitors in the 
field, the prices appear reasonably 
uniform for comparable-size ma- 
chines. The prospective buyer must 
be careful, therefore, to study a num- 
ber of machines, feature by feature. 


Mechanical Characteristics 

Two main types of adding machine, 
the 10-key and the full keyboard, 
have been developed in both manual 
and electric models. The full key- 
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board machine (8, 10 or 13-key bank) 
with a wide carriage is preferred for 
use in columnar listing and similar 
functions. The effect of two print- 
ing registers can often be achieved 
with the full keyboard by setting for a 
“split” operation, that is, by using the 
right section of the keyboard for list- 
ing one set of figures and the left side 
for a second set. For example, cash 
receipts may be listed on one side of 
the keyboard and applicable cash dis- 
counts on the other. 


The 10-key keyboard, on the other 
hand, is popular where ordinary arith- 
metic functions are required. The 
main advantages are speed and sim- 
plicity of operation since the 10-key 
arrangement easily lends itself to a 
“touch” operation. 


The following check-list illustrates 
the features available in a standard 
10-key listing adding machine sell- 
ing at about $350: 

1. Capacity — 10-digit listing and 
11-digit totalling. Listing capacities 
range from 7 to 18 digits, totalling ca- 
pacities from 8 to 13 digits. 


2. Speed — The range is from ap- 
proximately 150 to 250 cycles or revo- 
lutions per minute. Speed is import- 
ant if the machine is used for calcu- 
lating purposes as well as for adding 
and subtracting. 


8. Negative balance — Functions 
available for handling negative fig- 
ures, include: (a) automatic subtrac- 
tion of amount; (b) automatic identi- 
fication of negative amount by print- 
ing in red ink and/or by printing a 
symbol opposite the amount; (c) ca- 
pacity to show negative sub-totals and 
totals. 

4. Non-add key — When depressed, 
the non-add key disengages the 
accumulating register mechanism 


though the amount is printed. A 
symbol is printed opposite to indicate 
that the item has not been included in 
the total. 

5. Non-print key — This is used to 
conserve paper by allowing the ma- 
chine to compute without printing. 

6. Repeat key — With this key, sev- 
eral items of identical amount may be 
listed without re-entry on the key- 
board. 

7. Automatic step-over feature — 
This device speeds up positive or 
negative multiplication on an adding 
machine. Each time the positive or 
negative activated repeat key is re- 
leased, the machine will automatic- 
ally add one cipher to the right of 
the multiplicand already stored in the 
machine. 


8. Column indicator — All 10-key 
machines show the number of digits 
entered on the keyboard prior to de- 
pression of the motor control bar. 
One make indicates the actual figures 
entered on the keyboard; another is 
equipped with visible dials to show 
the running positive or negative bal- 
ance. 


9. Safety devices for the protection 
of the motor and other vital parts— 
Safeguards are provided in most ma- 
chines against jamming of keys or 
other damage inadvertently caused 
during the operation. 


10. Considerations for ease of op- 
eration — To simplify operation and 
reduce operator fatigue, several fea- 
tures have been developed, including 
over-sized keys, adjustable spacing 
control, adjustable decimal placing 
control, transparent tear-off blade, 
paper roll release, convenient paper 
roll change and ribbon change, light- 
ness of weight and noiseless opera- 
tion. 
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1l. Quality — Materials and crafts- 
manship of high quality will mini- 
mize repair costs and prolong the ma- 
chine’s estimated useful life of 7-8 
years. 


Guaranties, Warranties and Service 

1. Guaranties and warranties — A 
fair arrangement is a full guarantee 
for one year from date of purchase 
with free service for one year (say 
three or four visits ) to ensure that the 
machine is without defects and in 
perfect working condition. Any parts 
replaced during this period should be 
free to the buyer. 

2. Service contracts — After the first 
year’s operation, the buyer can obtain 
service from the seller or from inde- 
pendent service and repair shops un- 
der either the maintenance-contract 
plan or the service-call plan. 

The maintenance-contract plan usu- 
ally involves advance payment of a 
fixed fee in return for regular machine 
inspection during the year. These in- 
spections include cleaning and oiling 
the machine, and replacing worn or 
defective machine parts or assemb- 
lies. Some contracts provide for an 
extra charge for replacements where- 
as others make free replacement of 
any worn parts as long as the buyer 
wishes to renew the agreement. The 
annual cost of such a contract cover- 
ing a medium-priced machine ($350) 
is approximately $20. 

Under the service call plan, the 
owner obtains service only when he 
requests it and pays the regular rates. 
The service-call plan may result in 
considerable long range savings pro- 
vided a sufficient number of machines 
are in use by the company to war- 
rant “self-insurance”, the manufac- 
turer of the machines maintains a 
high calibre of workmanship, and the 
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machines are given proper treatment 
during their lifetime. 


Operator Training 

The training of adding machine op- 
erators presents no problem since the 
machine’s operating functions can be 
learned in a matter of minutes. Effi- 
ciency develops with practice. 


CALCULATORS 
Calculating machines are of three 
main types, available in either man- 
ual or electric models: (1) key-driven 
calculators, (2) rotary calculators, 
(8) printing calculators. 


Key-Driven Calculators 

The key-driven calculators, in 
which depression of the keys actuates 
a visible answer dial, are capable of 
addition, subtraction (either direct by 
means of a separate subtract bar, or 
by means of the addition of comple- 
ments), multiplication (by means of 
repeated addition), and division (by 
means of repeated direct subtraction, 
repeated addition of the complement 
or multiplication of the reciprocal). 

The key-driven calculator has the 
advantage of low price from about 
$200 to $1200, large capacity (6 to 14- 
digit totalling capacity) and simplici- 
ty of operation. It is best suited 
where a large volume of two-factor 
calculations is processed by full-time 
operators. 


Rotary Calculators 

Rotary calculators are available in 
three main classes: 

(a) Manual — The multiplicand is 
entered on the keyboard and the mul- 
tiplier is operated by a hand-operated 
crank device which activates the an- 
swer dials and by a hand-operated 
carriage shift for positioning and 
aligning of units, tens, thousands, ete. 
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(b) Semi-automatic — In the semi- 
automatic machines, the crank and 
manual carriage shift are replaced by 
motor control bars. 

(c) Fully automatic — In the fully 
automatic machines, the figures to be 
calculated are entered on a keyboard 
or keyboards, and the calculation is 
started simply by depressing a motor 
control bar; the rest of the operation 
is automatic. 

Prices of rotary calculators range 
from $250 for a manual machine with 
a capacity of 9 x 8 x 13 figures to ap- 
proximately $1,300 for a fully auto- 
matic high-speed machine with a ca- 
pacity of 10 x 11 x 21 figures. 

The type of rotary calculator most 
widely used for ordinary business cal- 
culations appears to be the simplest 
of the fully automatic line, selling at 
around $900. 


Printing Calculators 

The simplest printing calculator can 
be said to be the listing adding ma- 
chine. 

The more advanced printing calcu- 
lator, however, now performs com- 
parably with a medium-priced fully 
automatic rotary calculator. Its ad- 
vantages include: 

1. Answers are printed on removable 
tape. Tapes may be attached to 
income tax forms and other docu- 
ments as evidence of the correct- 
ness of the calculations. This per- 
mits a second person to verify the 
correctness of the calculations 
without the necessity of repeating 
the work. 

2. The machine can also be used as 
a listing adding machine. 

3. A printing calculator with a capa- 
city of 12 x 13 figures sells for as 
low as $725, while comparable ro- 
tary calculators are priced at $900. 


The main disadvantage of the print- 
ing calculator is its lower capacity. 
Although the 13-figure capacity 
should be adequate for most offices, 
the prospective purchaser must satis- 
fy himself that a greater capacity will 
not be required for his purposes in 
the foreseeable future. 


ACCOUNTING MACHINES 

Out of the simple listing adding 
machine has evolved the highly versa- 
tile accounting and bookkeeping ma- 
chine. The latter is basically a mul- 
tiple-register adding machine with 
additional devices to accommodate 
accounting requirements. Its main ad- 
vantage over pen and ink methods is 
its dual capacity to compute and 
write results simultaneously. 


Further advantages, of course, are 
speed and accuracy. Since the ac- 
counting machine can post transac- 
tions to two or more records at the 
same time, there is a reduction in the 
number of manual transcriptions in 
the normal processing of accounts 
from source document to general 
ledger. The fewer manual transcrip- 
tions, copies or rewrites, the less is 
the possibility of error. 


The practice of agreeing mechani- 
cal proof totals with predetermined 
totals or “pre-lists” of source docu- 
ments is another means to accuracy. 


A description of some of the basic 
features of the accounting machine 
will give the reader an idea of what 
is involved. A typical machine has: 


1. Wide movable carriage — With 
automatic or keyboard-controlled car- 
riage shift. 

2. Construction and special attach- 
ments — Designed to permit easy in- 
sertion of more than one form, proper 
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alignment, removal of one form with- 
out disarranging of the others, etc. 


83. One or more crossfooters — A 
crossfooter is a computing mechan- 
ism. Instead of the platen moving 
forward after each figure is entered 
(as in an ordinary listing-adding ma- 
chine), the forms remain stationary 
and the carriage is moved sideways. 
Thus the components of the adding- 
subtracting calculation print along the 
same line rather than one under the 
other. The crossfooter is usually 
cleared when the account balance is 
printed. One crossfooter will permit 
such applications as: a + b = c (ac- 
counts receivable, general ledger, 
etc.); a+ b+ c—d = e (simple 
payroll application, ete. ). 

Individual postings may be proved 
by entering the pickup twice as fol- 
lows: a (opening ledger account bal- 
ance) + b (sales invoice total) = c 
(sub-total only, printed on ledger 
card as closing balance) — a (read a 
second time direct from the ledger 
card and printed on the proof tally 
rather than on the ledger card) = b 
(clearing total which should agree 
with invoice total if opening balance 
has been picked up correctly). 


An additional crossfooter will per- 
mit of more complicated applications 
involving transfers of totals: (a + b 
=c)-(d+e+f =g)=h. 
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4. Multiple registers — A register is 
a computing mechanism in which col- 
umnar totals are accumulated. As il- 
lustrated above, one crossfooter can 
be applied to the posting of accounts 
receivable and proving out of post- 
ings mechanically by means of the 
a+b =c-—a= b principle. The 
addition of one register can make pos- 
sible the accumulating of all the fig- 
ures entering in the second b location, 
which is the “proof” location with re- 
spect to the individual postings. At 
the end of the posting run, the total 
will be agreed with a pre-list total of 
sales invoices as prima facie evidence 
of the accuracy of the postings. The 
total may be entered on a monthly 
sales summary or posted direct to the 
applicable general ledger accounts. 

By using still further registers, it is 
possible to produce a sales analysis 
as a by-product of the postings of the 
invoices to the accounts receivable 
ledger. The method for doing so is 
shown below. 

Accumulating registers will be op- 
erative in columns bp, d. e, f and pos- 
sibly g. 

As a general rule, the above meth- 
od of obtaining a sales analysis is 
somewhat slow and expensive in com- 
parison with other methods, but it il- 
lustrates the machine function which 
can be adapted to more complex ap- 
plications. 





Proof Sheet 
Accounts Receivable ; aa 
Ledger Card (Sales Analysis ) 
aeo+ 686 = ce — a - — e — f ee a ra 
pickup sales sub-total pickup Dept 1 Dept. 2 Dept. 3 Misc. Proof 
invoice closing read for 
total account second i.e. 00 
balance __ time direct 
from ledger 


card 
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5. Description — Some description 
is usually desirable. If symbols and 
numbers will suffice, non-add keys 
are required to print figures or sym- 
bols in desired spaces without regis- 
tering in any accumulating registers 
or crossfooters. Some keys, such as 
those showing the date, may be lock- 
ed down on the key-board so that 
their entry is automatic with each 
posting. 

If the printing of symbols is not suf- 
ficient and the necessary descriptive 
matter cannot conveniently be pre- 
processed or post-processed by some 
other less expensive means (such as 
Addressograph, typewriter, pen and 
ink methods, etc.), a machine with 
built-in electric typewriter can be ac- 
quired. 


6. Control panels — In order to 
leave the operator with as little “de- 
cision making” as possible, as many 
instructions as possible should be 
communicated to the machine auto- 
matically. This is done by pre-con- 
structing an instruction panel or pro- 
gram selector for each application, 
which can be inserted into or extract- 
ed from the machine at will. By ar- 
ranging the metal “pins” on the con- 
trol panel, one can control automa- 
tically as many as 70 or more func- 
tions, including carriage movements, 
and action and reaction of the ac- 
cumulating registers and crossfooters. 


7. Keyboard selection — Any in- 
structions not programmed into the 
control panel must be introduced 
through the keyboard, and it is im- 
portant to keep in mind that key- 
board manual controls over-ride auto- 
matic controls. Such keyboard con- 
trols include: 


(a) Motor control bars — Two or 
more motor control bars are provided 


which instruct the machine to react 
in different ways, e.g. add, subtract, 
sub-total, or total. Following instruc- 
tions, the carriage will stop, proceed, 
return, open (for insertion of addi- 
tional form or extraction of a form), 
platen will space up and so on. This 
principle is similar to that in the list- 
ing adding machines where an “acti- 
vated” repeat key controls the regis- 
try entry function, i.e. on each release 
of the repeat key a cipher is automat- 
ically added to the figure withheld in 
the machine. 


(b) Keyboard selection of registers 
—At additional cost, separate keys 
may be provided on the keyboard, 
each of which controls a certain ac- 
cumulating register. In this way, fig- 
ures may be analyzed even though 
listed vertically, and conservation of 
carriage space is thus achieved. The 
alternative is carriage-controlled reg- 
ister selection wherein the machine is 
instructed by means of the control 
panel to add (or subtract) in a cer- 
tain register (or registers) when the 
carriage is in a specific location. 

This incomplete description of ac- 
counting machine devices indicates 
the high degree of versatility inherent 
in the machines. The possibilities of 
the accounting machine are limited 
only to the extent of the imagination 
and ingenuity of the person design- 
ing the application. 


Special Purpose Machines 

Certain specific combinations of de- 
vices, although limited to one or two 
applications, are in sufficient demand 
for mass production. This range of 
machines referred to as special pur- 
pose machines includes cash registers, 
window posting machines and billers. 

The cash register incorporates de- 
vices designed to control cash post- 
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ings and safeguard cash, such as 
locked in proof tapes, visible register 
dials by which the customer may 
witness the recording of the transac- 
tion, printing devices for receipting 
or validating, and locking of certain 
or all motor control bars to ensure 
against use in the operator’s absence. 

The window posting machine com- 
bines certain functions of the cash 
register and posting machine. 

The biller is a combination calcu- 
lator and typewriter designed to pre- 
pare sales invoices or bills. One make 
of biller is further equipped with a 
crossfooter and four or more regis- 
ters and therefore is useful also in 
certain bookkeeping applications in- 
volving direct multiplication, e.g. cost 
and perpetual inventory records, pay- 
rolls, municipal taxrolls, etc. Al- 
though the advantages of the billers 
are obvious, certain disadvantages 
must be taken into account: 

(a) The biller will add, subtract or 
multiply, but will not divide except 
by means of multiplication of recip- 
rocals which the operator reads from 
a chart or table. 

(b) These machines generally will 
not total and print a negative figure. 
This can be a serious disadvantage in 
a bookkeeping application, and there- 
fore the machine is usually equipped 
with a device to signal the operator 
when a negative balance is running 
in the accumulators. 

(c) The straight typewriter - cal- 
culator type of billing machine is not 
yet equipped to handle fractions as 
such; any fractions must first be con- 
verted to decimal equivalents which 
are read by the operator from a chart. 


Cost 
The “net cost” or “net saving” of 
mechanization involves capital cost of 


339 


the machines, plus cost of filing and 
other accessory equipment, stationery, 
space requirements, operators’ salaries 
and fringe benefits, etc., less reduction 
in overall clerical costs in all depart- 
ments attributable to the improved 
procedures. The justification for a 
change in procedure should be based 
on a special study of the monetary 
and other effects of alternative plans 
in comparison with the present meth- 
ods, results and costs. The range of 
standard models available and the 
capital cost of the equipment, how- 
ever, are the main points of inquiry to 
the small businessman considering 
mechanization. 

With a view to removing some of 

the mystery surrounding this par- 
ticular aspect of machine accounting, 
the following synopsis of general ac- 
counting machines of one leading 
manufacturer is as follows: 
1. Desk models with 9-column listing 
capacity — Will compute and print 
sub-totals and totals in positive or 
negative values; split platen for proof 
tape; equipped with one or two 
“totals”, i.e. with one crossfooter only 
or with one crossfooter and one regis- 
ter; price range $700-$1200 plus 
required control panels at $44 each 
and stand at $49. These machines are 
suitable for ordinary bookkeeping 
chores such as accounts receivable 
ledger applications. 

2. Billers, as previously described 
— Equipped with one crossfooter and 
up to 12 registers; price range $2300- 
$5000 plus required control panels 
ranging from $30 to $80 each. 


3. Non-typing accounting machines 
— Equipped with one crossfooter and 
up to 19 registers; price range $1900- 
$7200 plus required control panels 
(4-program selectors) ranging from 
$200 to $300 each. 
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4. Typing accounting machines — 
Equipped with one crossfooter and 
up to 19 registers; price range $4300- 
$8700 plus required control panels 
(4-program selectors) ranging from 
$200 to $300 each. 

It is emphasized that the submit- 
ting of the above information should 
not be construed as indicating a pref- 
erence for the equipment described 
over competitive equipment. Indeed, 
good purchasing dictates that at least 
two products be weighed one against 
the other. In many cases one ma- 
chine will do the job as well as its 
nearest competitor, whereas in other 
cases a special purpose machine fills 
the bill best even though its rival 
machines can be programmed to do a 
similar operation. 


Sales Representative 

Machine sales representatives should 
be considered as carefully as the ma- 
chines themselves, for the successful 
performance of the machines largely 
depends upon the ingenuity behind 
the system design, design of necessary 
forms, coordination or integration of 
the machine installation with the 
company-wide procedures, close and 
patient supervision during imple- 
mentation of the plan, competent 
staff training and instruction, careful 
follow-up to the initial installation 
to correct misunderstood instructions, 
resolving of unforeseen “bugs”, con- 
tinuing parental vigil to ensure satis- 
factory performance, and improve- 
ment of the system as new ideas are 


introduced. 


Outside Advice 


As assurance that a choice of equip- 
ment is correct, it is usually worth 
the expense to submit the proposals 
of the competing firms to the external 
auditor or other independent consult- 


ant for an opinion. A consultant can 
quickly review the problem, conceive 
a general plan of his own and com- 
pare it with the proposals of the ma- 
chine equipment firms. If he agrees 
with the choice, the consultant as- 
sures the firm of “being on sound 
ground”. On the other hand, he 
might: 

(a) Spot a flaw or “bogey” in the 
proposed procedures which the ma- 
chine representative has inadvertently 
overlooked through an incomplete 
initial review or has concealed or 
“played down” in his eagerness to 
make the sale. 

(b) Suggest improvements or ex- 
tensions to the proposed plan. 

(c) Suggest a machine of a dif- 
ferent size. 

(d) Consider costs and values of 
alternative procedures some of which 
might involve more advanced equip- 
ment or which might not involve new 
equipment at all. 

The consultant’s approach is to re- 
view company operations as a whole 
and, drawing upon his knowledge of 
all available equipment, devices and 
methods, prescribe the best combina- 
tion. 


The Future 

Is the growing trend toward office 
automation likely to render account- 
ing machines obsolete? On the con- 
trary, the accounting machine firms 
have furthered this trend by augment- 
ing their own machines with punch 
card accessories, tape perforators and 
electronic devices. Typewriters, add- 
ing machines, accounting machines, 
cash registers are all capable of inte- 
gration with the “higher” automatic 
equipment through the medium of a 
common language — punch tape. 
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Accounting Research 


ALLOCATION OF INCOME TAXES 

Two recent pronouncements have 
been made on the subject of income 
tax allocation, one by the Board of 
Transport Commissioners in Canada 
and the other by the Securities and 
Exchange Commission in the United 
States. There have also been a num- 
ber of articles published in the U.S.A. 
in recent months on this subject. This, 
therefore, seems to be an appropriate 
time to return again to the problem 
of income determination which arises 
when depreciation claimed for tax 
purposes differs from that provided in 
the accounts and to review, with help 
from some of the recent American 
articles, the arguments which have 
been put forward on the subject. 


General Discussion 


In Bulletin No. 10, the C.IC.A. 
Committee on Accounting and Audit- 
ing Research recognized “the possibil- 
ity of a divergence of views as to the 
most desirable procedure to be fol- 
lowed” and, as a result, recognized 
two ways of handling the problem. 
It was implied that with experience, 
a “generally accepted” practice would 
develop, and the present anomalous 
position, in which two alternative net 
profit figures can be considered equal- 
ly acceptable, would disappear. Up 
to the present, unfortunately, there is 
little evidence that the desired con- 
sensus is developing. 


It should be pointed out, before dis- 
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cussing the various arguments which 
have been put forward on both sides 
of the question, that in the United 
States (as in England) the specific 
problem created by differences be- 
tween tax and recorded depreciation 
is regarded as merely one aspect of 
the general problem of income tax al- 
location. Most of the articles and 
most of the arguments, as a result, 
deal with the whole question and are 
not restricted to the special case of 
depreciation. The broader scope of 
the discussion which results helps in 
many cases to clarify and simplify the 
discussion in a way which is not pos- 
sible when it is limited to deprecia- 
tion alone. It seems not impossible 
that much of the reluctance to accept 
Bulletin No. 10 which has been noted 
in Canada arises from the failure to 
place the specific problem of depre- 
ciation in this wider context. 


In order to eliminate at least this 
cause of disagreement, some of the 
other situations in which a problem 
of income tax allocation can arise are 


listed below: 


1. Income items deferred to subse- 
quent periods in the accounts but 
taxed on receipt. 

2. Income items recorded in the ac- 
counts as received or earned but 
not taxable until a subsequent 
period. 

8. Income items of an unusual or 
non-recurring nature credited to 
earned surplus. 

4, Expenses provided for on an ac- 





crual basis but not allowed for tax 

purposes until paid. 

Expenses deferred in the accounts 

but allowed for tax purposes in 

the year in which paid. 

6. Non-recurring _ items 
against earned surplus. 


No problem of allocation arises, of 
course, in connection with “perma- 
nent” differences between taxable in- 
come and accounting income. It is 
only when the differences are “temp- 
orary’, that is where differences in 
timing are involved, that allocation is 
necessary. 


wt 


charged 


In many of the above situations the 
practice of allocating income taxes is 
without question “generally accept- 
ed” and has been for some years. Few 
accountants, for example, would ques- 
tion the propriety of showing special 
income items in earned surplus “net 
of taxes”, and not many more would 
object to applying similar treatment 
to an item of income taxed on receipt 
but deferred in the accounts. It seems 
possible, then, that the refusal to ac- 
cept the extension of this procedure 
to the case of depreciation is due, in 
many cases, only to a failure to ap- 
preciate the analogy. In other cases, 
however, the refusal to adopt the al- 
location procedure is backed up by 
logical reasons, some of which are set 
out below: 


1. There is no true liability for future 
tax. From this it is argued that 
there is no real cost which can be 
recognized by a charge against in- 
come. 

Some writers who accept the val- 
idity of the deferral technique in 
a simple situation where the tax 
reductions gained in early years 
of the asset’s life are clearly offset 
by higher taxes in later years deny 
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its application to large “pools” of 
assets. They point out that in an 
organization which replaces or in- 
creases its pool of fixed assets each 
year, the deferred tax reductions 
will remain constant or increase 
and will never be offset by higher 
taxes. It is then argued that a 
saving which appears to be per- 
manent, or at least of lengthy dur- 
ation, can reasonably be recogniz- 
ed in the accounts as its arises. 

8. Even if a liability exists and even 
if it will become payable at some 
future time, its amount is so in- 
definite that no useful calculation 
of its amount is possible. It is 
argued that an estimate which de- 
pends on assumptions as to the 
tax which may be payable at some 
indefinite date in the future must 
be so subjective that it cannot pro- 
vide any useful information to the 
readers of a financial statement. 

4, It is also sometimes argued that 
the whole concept is proving diffi- 
cult to explain to accountants and 
is completely incomprehensible to 
laymen. It is maintained that fi- 
nancial statements are confusing 
enough at the best of times with- 
out introducing a complication 
that will baffle all but the most 
expert user of financial informa- 
tion. 

5. Another argument raised specifi- 
cally against deferring tax reduc- 
tions to future years is that the 
techniques recommended do not 
recognize the present value of 
money. It is argued that, in cases 
in which the deferment is indefi- 
nite, the present value will be 
negligible and, therefore, need not 
be recognized. 


The above arguments all have a 
certain validity. They are all, how- 
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ever, arguments against the allocation 
of income taxes in general and the al- 
location based on differences between 
tax and book depreciation in particu- 
lar. There appear to be no argu- 
ments for the alternative “non-alloca- 
tion” basis on its own merits. There 
is, in other words, no reasoned altern- 
ative solution offered to the basic 
problem, that is, how a significant fig- 
ure of net income after taxes can be 
obtained unless the tax effect of each 
item of income and expense is re- 
flected in the same period as the item 
itself. Some of the opponents of in- 
come tax allocation deny that the “af- 
ter tax” figure is relevant, usually on 
the grounds that income taxes are 
really a distribution of income and 
not an expense. Others, while admit- 
ting that disclosure of the tax effects 
is useful and necessary, feel obliged 
to restrict such disclosure to footnotes 
because of an unwillingness to show 
as income tax an amount which dif- 
fers from the amount legally payable. 


If it is accepted that most users of 
financial statements evaluate and 
compare items of revenue and ex- 
pense in terms of their “after tax” ef- 
fect and that this is not an unreason- 
able attitude, it is difficult to avoid 
the conclusion that adjustments of net 
profit are necessary whenever there 
are material “temporary” differences 
between taxable income and income 
before tax. 


The objections themselves can be 
answered fairly briefly. To the argu- 
ment that disputes the existence of 
any true liability, it can be pointed 
out that the “accumulated tax reduc- 
tions applicable to future years” are 
not a provision for a liability. It is, 
on the contrary, as the C.I.C.A. com- 
mittee was careful to explain in Bul- 
letin No. 10, a deferred credit to ex- 
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pense. As was pointed out in the 
CCA November, the American Insti- 
tute Committee in its Revised Bulletin 
No. 44, while retaining the term de- 
ferred liability, actually also recog- 
nized the deferred credit concept by 
implication when it suggested that, in 
some circumstances, it would be ap- 
propriate to treat the accumulated tax 
reductions as “. . . . additional amor- 
tization or depreciation applicable to 
such assets in recognition of the loss 
of future deductibility for tax pur- 
poses”. 

Under the deferred credit concept 
the problem of deciding how much 
tax will be payable in future is elim- 
inated since it is the amount of the 
current tax saving which is carried 
forward. As this view of the nature 
of the adjustment denies that there is 
any liability, the first and third argu- 
ments against income tax allocation 
become irrelevant. 


The second argument, that the tax 
reductions are permanent and that, 
as a practical matter, credit should 
be taken for them as they appear, 
seems at first glance to have some 
validity. It is not a complete answer 
to such a practical objection to say 
that the accepted principle of conser- 
vatism or non-anticipation prohibits 
the recognition of items of income or 
savings until they are realized. Ac- 
counting principles, after all, depend 
on utility for acceptance and if, in 
this case, it is felt that the usefulness 
of anticipating the saving is greater 
than that of deferring it, it would 
not be the first situation in which 
such an exception to the rule of con- 
servatism had been generally ac- 
cepted. 

Actually, since a practical refuta- 
tion of a practical objection is most 
likely to be effective, the reasoning 
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used by the American Institute to jus- 
tify the treatment of tax reductions as 
additional depreciation probably pro- 
vides the best answer to this argu- 
ment. It is obvious and can be read- 
ily demonstrated that fixed assets 
which have used up their tax deduc- 
tion are worth less than similar as- 
sets which have not done so. When 
“permanent” tax reductions are treat- 
ed as adjustments to fixed asset 
values, the permanence of the in- 
crease seems much less objectionable. 
Similarly, the continually increasing 
credit seems less alarming when it is 
associated with a corresponding in- 
crease in fixed assets and in accumu- 
lated depreciation. 


This alternative treatment also 
helps to provide an answer to the 
fourth argument against allocation. 
It cannot be denied that both the in- 
come adjustment and the balance 
sheet item which arise when the tax 
reductions are deferred are difficult to 
understand and explain. While this is 
actually not a valid objection to the 
practice — it is generally recognized 
that complex events cannot be report- 
ed in simple terms without an un- 
justified loss of precision — it cannot 
be denied that there would be less 
resistance to a proposal that is easier 
to explain. 

The final objection listed above — 
that the deferred credit technique ig- 
nores the interest factor by failing to 
discount the tax reductions applicable 
to future years to their present value 
— is true. The only answer which 
can be given to this objection is that 
it is not the only accounting tech- 
nique which suffers from the same 
fault. In fact, the practice of ignoring 
the value of money except to the 
extent that external payments are in- 
volved is often regarded as one of the 


principles of accounting. It does not 
seem, therefore, that the failure to 
recognize the interest factor in the 
case of deferred taxes really invali- 
dates the whole procedure especially 
when the closely related straight line 
method of calculating depreciation is 
subject to the same criticism. 


The general situation may be sum- 
marized by saying that realistic 
figures for income after tax cannot 
be obtained without the use of a pro- 
cedure which reflects the tax effect 
of each item in profit and loss in the 
period in which the item itself is re- 
cognized. No alternative method of 
achieving this result has been pro- 
posed by the opponents of the income 
tax allocation procedure. Criticism 
has generally been confined either to 
a denial of the need for an adjust- 
ment or to a refusal to accept some 
details of the method of allocation 
proposed. As the objections made to 
the method do not seem to be valid, 
and the need for an adjustment of 
some kind is difficult to deny, it is 
hard to see how the conclusions of 
Bulletin No. 10 can be avoided. 


The Bell Telephone Company 
Rate Case 

The refusal of the Federal Cabinet 
to allow The Bell Telephone Com- 
pany of Canada to increase its rates 
by the amount of the provision for 
deferred income tax reductions has 
already been reported in the depart- 
ment. The opinion of the C.I.C.A. 
Committee on Accounting and Audit- 
ing Research to the effect that this 
refusal does not affect the validity of 
the recommendations of Bulletin No. 
10 has also been reported. Since that 
time the company has made a second 
application for increased rates, and 
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this has been granted. It, therefore, 
seems desirable to review the course 
adopted by the company and ap- 
proved by the Board of Transport 
Commissioners to see if it has any 
accounting implications of general 
application. 

When the Cabinet ruled last April 
that “ ... as a principle of rate 
making policy, credits to tax equaliza- 
tion reserves shall not be regarded as 
necessary expenses or requirements in 
determining rates and charges”, the 
company had two courses open to it. 
It could either abandon the principle 
of income tax allocation or it could 
eliminate the need for allocation by 
bringing its tax depreciation into line 
with the depreciation recorded in 
the accounts. The company chose the 
latter alternative; and, since it was 
not permitted to increase the depre- 
ciation written in its books, it had to 
do this by reducing the amount claim- 
ed for tax purposes to the amount re- 
corded. Its reasons for choosing this 
course of action are summarized in 
the following extract from the Board’s 
judgment: 


“Bell's ability to finance is a matter 
of vital importance to the subscribers 
as well as to the company. An in- 
vestor does not have to be concerned 
with the rights and wrongs of de- 
ferred tax accounting. If the financial 
position of two companies is identical 
except that one has provided for de- 
ferred taxes while the other has not, 
the securities of the former will be 
more attractive to the investors than 
those of the latter. Bell’s securities 
must compete with those of many 
companies which follow deferred tax 
accounting procedures, including reg- 
ulated companies not under the 
Board’s jurisdiction, and witnesses in- 
dicated that, if the company’s future 
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expansion was to be financed by pub- 
lic issues of securities, the change in 
the method of paying income tax was, 
in fact, necessary. 


“After a full review of the matter 
the Board decided that there were no 
grounds on which it should interfere 
with the method adopted whereby 
the amount claimed as capital cost 
allowance for income tax purposes 
was limited to the amount charged as 
depreciation in the company’s own 
books. In view of Bell's present 
financing needs, the decision of man- 
agement in this respect seems fully 
justified.” 

The most significant thing, in this 
whole series of events from an ac- 
counting point of view, is probably 
the evidence which it provides of the 
general acceptance of the principle of 
income tax allocation not only by the 
company and by the Board but by 
representative investors. There are, 
however, several other questions 
raised by these events which appear 
to require further consideration by 
the profession. These are: 

1. The net effect of the rejection of 
the first application and the ac- 
ceptance of the second is to trans- 
fer to the government in the form 
of income taxes large sums which 
would otherwise have been avail- 
able to the company for a pro- 
tracted period. It may be asked 
why conventional accounting un- 
der such circumstances will not 
reflect any difference in net in- 
come in respect of this loss of in- 
terest free money. In a sense this 
is a special application of the 
problem of discounting future tax 
reductions discussed above. 

2. The method used by the Board to 
determine the adequacy of the re- 
turn on the investors’ funds will 
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arrive at the same level of rates 
whether or not the company has 
the use of these interest free 
funds. Would not a method which 
would have recognized the exist- 
ence of interest free funds be 
better? 

8. Is it fair for this utility to be 
effectively denied the right to 
claim capital cost allowances for 
tax purposes at a rate in excess 
of the depreciation charged in the 
accounts? 


Securities and Exchange Commission 
Proposed Announcement 

The United States Securities and 
Exchange Commission has recently 
issued a “Notice of Intention to An- 
nounce Interpretation of Adminis- 
trative Policy” concerning the treat- 
ment of credits equivalent to reduc- 
tions in income taxes. Interested 
parties have been invited to submit 
written comments on the proposed 
announcement and a public hearing is 
to follow on March 25, 1959. 

The essential feature of the pro- 
posed announcement is the notice that 
the Commission will consider any 
financial statements filed with it on or 
after December $1, 1958 to be “mis- 
leading or inaccurate despite dis- 
closure contained in the certificate of 
the accountant or in footnotes to the 
statements . . .” if it shows “the ac- 
cumulated credit arising from ac- 
counting for reductions in income 
taxes” as part of earned surplus or 
equity. 

The text of the proposed announce- 
ment makes it clear that the income 
tax reductions referred to are those 
which arise from claiming deprecia- 
tion for tax purposes in the early 
years of an asset’s life in excess of 
the amount provided in the accounts. 


In justifying and explaining its 
attitude in the matter, the Commis- 
sion states: 


“In order that the net income from 
operations of a corporation which 
deducts liberalized depreciation or ac- 
celerated amortization for tax pur- 
poses but only normal depreciation in 
its books of account be not overstated 
in the earlier years and understated 
in the later years, it is necessary, ex- 
cept in rare cases, to charge current 
income with an amount equal to the 
tax reduction.” 


The Commission also states: 


“It is not contemplated that the 
portion returned to income will offset 
exactly the tax to be paid in future 
years, as it is made only for the pur- 
pose of allocating to future periods 
the effect on income of the tax re- 
duction taken.” 


It is interesting to note that al- 
though the Commission has adopted, 
and quotes with approval, the general 
provisions of the American Institute 
Revised Bulletin No. 44, it has avoid- 
ed the trap of calling the items “de- 
ferred tax liability”. It is, in fact, 
obvious from the last quotation given 
above that the Commission has de- 
liberately adopted the deferred credit 
concept in preference to the deferred 
liability view. 

The final opinion of the Commis- 
sion will not, of course, be known 
until after the hearings. It seems 
probable, however, that the final 
official view will not differ greatly 
from the proposed one. Accordingly, 
it can probably be assumed that with- 
in the very near future conformity to 
generally accepted principles of ac- 
counting in the United States will in- 
volve making provision for the “tax 
reductions applicable in future years”. 
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DiscounTeD CasH FLOw 

In recent years a number of erudite 
articles have been written on the dis- 
counted cash flow method of calcu- 
lating returns on investment. Many 
of these have seemed to present the 
method as a profoundly useful but dif- 
ficult to comprehend discovery. Actu- 
ally the technique is very old, and its 
principle, as distinct perhaps from its 
mechanics, is very simple. It is an 
application to the problem of indus- 
trial capital expenditures of a prin- 
ciple which is the basis of most finan- 
cial transactions. This principle is 
compound interest. 


Simple Applications of Compound 
Interest 

Everyone is familiar with simple 
applications of the concept of com- 
pound interest. One dollar invested 
at 5% compound interest will amount 
to $1.05 in 1 year, $1.05 x 1.05 or 
$( 1.05)? in 2 years, $(1.05)* in 8 years, 
$(1.05)* in 4 years and so on. In 
mathematical terms $1 at i rate of 
compound interest will amount to 
(1 + i)" in n years. Conversely, an 
amount of money now is worth more 
than the same amount of money a 
year from now. How much more de- 
pends on the rate of interest we can 
hope to earn. If we can earn 5% one 
dollar a year from now is only worth 


a or 95.2c today; $1 in 2 years’ 





time is worth Ley or 90.7c today; 


and $1 in 3 years’ time is worth 
ri08ye or 86.4c today and so on. 


The usual mathematical description 
of the present value of $1 due in the 


future is Tar where again i is the 
rate of compound interest and n is 
the number of years. Compound in- 
terest tables of course readily give 
both the accumulated amounts at the 
end of various periods and the pres- 
ent values of amounts to be received 
or paid in the future. 

To get a little closer to a practical 
capital investment problem, we can 
consider an annuity of $1 at the end 
of each year at 5% compound interest 
for say 10 years. The accumulated 
amount of such an annuity at the 
time of receipt or payment of the last 
instalment would be the sum of 
(1.05)® + (1.05)§ +....+4 (1.05) 
+ 1. The present value today of 


such an annuity would be a 
1 1 1 
+05)? (105) °° F105), 
From standard annuity tables the fol- 
lowing information can readily be 

obtained: 

1. The accumulated amount at the 
end of the annuity period, given 
the annual payment, number of 
years and rate of interest. Mathe- 
matically, for an annuity of $1, 
this amount is the sum of 1 + 
(1 +- 4) + (1+ 4)* + «... + 
(1 + i)™ (i = rate of interest, 
nm = number of years). 
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2. The present value, given the an- 
nual payment, number of years 
and rate of interest. Mathematic- 
ally for an annuity of $1 the pres- 


ent value is (I +7) ‘a tie 

+a Ta. 

In each of the above cases the rate 
of interest has been taken as given 
information. Without in any way 
changing the principles involved the 
problem could very well be to deter- 
mine the rate of interest, having been 
given the present value, annual pay- 
ments and number of years. In other 
words you solve the equation in (2) 
above (by trial and error) for the rate 
of interest. This is precisely what is 
done in determining the discounted 
cash flow rate of return on a proposed 
capital expenditure. 


Let us look again at an annuity of 
$1 for 10 years with 5% interest. The 
present value of such an annuity can 
be seen from standard interest tables 
to be $7.72. Turning the problem 
around, suppose we were considering 
an investment of $7.72 in capital ex- 
penditures from which we hoped to 
receive $1 in cash profits (i.e. after 
taxes, but before depreciation) each 
year for ten years. What would be 
the annual rate of return on invest- 
ment? Clearly the discounted cash 
flow rate would be 5% compound in- 
terest. This would be the rate of re- 
turn comparable with the cost of 
money and, for example, precisely 
similar to the rate of interest used in 
familiar mortgage payments. 


It might be pertinent to show what 
the rate of return would be using the 
common “gross investment” and “av- 
erage investment” methods, 


Gross investment ............... $ 7.72 
Average investment ............ $ 3.86 
NO a $ 1.00 
Deduct: Depreciation at 10% ...... aT 
ee ae ee cr $ .23 
Return on: Gross investment ...... 8.0% 
Average investment .... 6.0% 








It will be seen that in this example 
the return on gross investment is less 
than the discounted cash flow or 
theoretically accurate rate of 5%, while 
the return on average investment is 
misleading in the other direction. 


Practical Industrial Problems 

The principle discussed above in 
the example of a simple annuity is 
precisely the same as that involved in 
the use of the discounted cash flow 
method in practical industrial invest- 
ment problems. An annuity involves 
the immediate expenditure of a sum 
in return for the receipt of a cash in- 
come for so many future ycars. The 
effective rate of interest for an annuity 
(by definition) is that rate of interest 
or discount which makes the present 
value of the annual income figures 
equal to the capital sum to be paid 
now. In capital expenditure prob- 
lems a sum must be paid out now for 
new land and equipment in the hope 
of receiving so much in income over 
an estimated number of years. The 
discounted cash flow return is that 
rate of interest which is just sufficient 
to discount these cash income esti- 
mates (after taxes; before deprecia- 
tion) to a sum equal to the proposed 
capital investment. 


A capital investment problem is 
usually, of course, a bit more compli- 
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cated than an annuity. Often the 
capital expenditures will be over a 
period of years. The expected oper- 
ating results may vary from large 
losses in the early years to large pro- 
fits. The principle, however, of find- 
ing the rate of interest which dis- 
counts future operating results to a 
sum equal to the capital expenditures 
still applies. In fact this is precisely 
the situation where the discounted 
cash flow procedure (since it meas- 
ures the effect of waiting) shows to 
best advantage. 


Capital Cost Allowances 

Before looking at a practical ex- 
ample, it might be helpful to consider 
one complication in using the dis- 
count method of return in Canada. 
This is the problem presented by the 
tax reductions due to capital cost al- 
lowances. These allowances and con- 
sequent tax reductions are of course 
on the diminishing balance system. 
Working out the present value of such 
tax reductions arithmetically (even 
with the aid of standard tables) can 
be very tedious. There is, however, 
a simple mathematical short cut. The 
present value of all future capital cost 
allowances cn a single asset is given 


. 
by the formula is the original 


cost, where r is the rate of capital cost 
allowance and i is the rate of interest 
at which the allowances are being 
discounted. To ascertain the present 
value of the tax reductions you, of 
course, multiply by the tax rate. 
Using this formula, a capital cost al- 
lowance rate of 20% and an income 
tax rate of 50%, the following table 
can be compiled: 


349 


Present value of tax 
reductions due to capital 
cost allowance as a 


Discount percentage of the 
rate original cost of an asset 
0% (1 x 50%) 50% 
( 20 ) 

5% ——— x 50 40% 
(5+20 ) 
(20 ) 

8% ——x 50 86% 
(28 ) 
(20 ) 

10 ——x 50 33% 
(30 ) 
(20 ) 

12% ——x 50 31% 
(32 ) 
(20 ) 

15% ——x 50 29% 
(35 ) 


A fairly common line of thinking in 
regard to fixed assets and capital cost 
allowances is that one half of the cost 
of a capital addition is recoverable 
from the government in the form of 
reduced income taxes. This is correct 
only if we disregard the value of 
money, i.e. do not discount future 
receipts. If we allow for having to 
wait many years for reductions in 
taxes through capital cost allowances, 
the ratio of tax recoveries to original 
investment will be much lower than 
the tax rate of 50%. If future receipts 
are discounted at 10%, the ratio will 
be only 33% of the original invest- 
ment; for a lower capital cost allow- 
ance rate the ratio is even lower. 


As an example, let us consider a 
capital investment of $1,000,000 
which is expected to produce the op- 
erating results shown on page 350: 
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(Loss) or Gain 
(amounts in thousands) 
After taxes 
@ 50% Net after 
Before taxes but before depreciation @ 7% 
& depreciation depreciation and taxes @ 50% 
ae _ _ _ 
Wis So Ne he Bee ya cami (300) (150) (185) 
Ber ee oA eck cx edenetios (240) (120) (155) 
Lt eee ee eee (140) (70) (105) 
BBP at btui Ae eich mit Beige a (120) (60) (95) 
ERM aie asc ci eed SHAE 40 20 (15) 
PAS ote Ae br ek Sia tats f 160 80 45 
RI SS ee eee ee 500 250 215 
Deira tees Glock ats 500 250 215 
ei 2 Oe ORE crc ove ae 600 800 265 
Me Nec seks fees oo ctattts 600 300 265 
Be le tears eit eens set 600 800 265 
ONE Sorte oie: 8 Gv wt 600 800 265 
Be ee rest cs aia 600 300 260 
BUD Nae crac rte Pik ce ccd dns eas 600 300 260 
4,000 2,000 1,500 
Return on gross investment (150% over 15 years) 10% per year 


Return on average investment (300% over 15 years) 20% per year 


To ascertain the return on invest- 
ment using the discount technique it 
is necessary to determine the rate of 
interest which will discount the cash 
receipts in the second column (allow- 
ing also for the effect of capital cost 
allowances as discussed above) to a 
present value of $1,000,000. This rate 
of interest (and rate of return) is 
approximately 8%. It is determined 
by trial and error although working 
papers can be set up which make 
the calculation a fairly routine clerical 
proposition. 

_ It will be noted that so long as the 
total profit over the 15-year period 
is unchanged, the returns on gross in- 
vestment and average investment will 
remain at 10% and 20%, respectively, 
regardless of when in the period the 
profit is received. The discount re- 


turn, on the other hand, would drop 
sharply from 8% to, say, 4% if the early 
losses were increased and profits con- 
centrated even more in the last of the 
period. Conversely the discount re- 
turn might well be about 152 if there 
were large profits in the early years 
with the total unchanged for the 15 
years. By its very nature the discount 
method is a sensitive measurement of 
the cost of waiting, ie. the cost of 
having money tied up in anticipation 
of a future return. 


Advantages and Disadvantages 


There can be no questioning of the 
fact that the discounted cash flow 
technique is the only scientifically ac- 
curate method of determining the 
return for a new capital addition, just 
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as it is the only sound method for fi- 
nancial investments such as mortgages 
and annuities. Any other method is 
at best an approximation. 


It should be remembered, how- 
ever, that in capital addition problems 
most of the data are themselves ap- 
proximations. The return on invest- 
ment figure must therefore be an esti- 
mate no matter what technique is 
used. Its purpose is to be one tool 
in the screening procedure to aid 
management in reaching a decision on 
which project, if any, to proceed 
with. For most such problems where 
there is an even distribution of pro- 
fits the return on gross investment 
tends to be slightly conservative and 
should be entirely satisfactory. (The 
average investment method almost in- 
variably presents an overly optimistic 
picture.) There are often cases, how- 
ever, when it is expected with some 
assurance that there will be sharp 
variations in profit. A long period of 
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start-up difficulties might conceivably 
be forecast. The discount method is 
the most efficient way of appraising 
the relative disadvantage of such a 
situation. 

It goes without saying that the dis- 
count return is directly comparable 
with the cost of money. In fact it 
actually represents the highest rate 
of interest that a company can pay 
on borrowed capital and still break 
even on a project. It cannot, how- 
ever, be too readily compared with 
the annual rate of return of a whole 
division or company. 

For most companies the discounted 
cash flow return will probably remain 
a specialized tool for measuring pro- 
fitability in particularly complicated 
situations where time (i.e. waiting 4 
long time for returns) is known to be 
an important factor. It is unlikely 
to supplant the return on gross in- 
vestment which will continue to be an 
efficient approximation for most uses. 








Tax Review 


(This is the first of a series of articles 
dealing with non-residents investing 
in Canada. Because of the arrange- 
ment and subject matter, the first 
article is a brief synopsis of the pro- 
visions of the Income Tax Act as they 
directly affect non-residents. Subse- 
quent articles will deal with non-resi- 
dent-owned investment corporations, 
foreign business corporations, death 
duties, provincial taxes and_ the 
effect of tax conventions with other 
countrics. ) 


Non-Residents Investing in Canada 

For purposes of determining tax 
liability, the Canadian Income Tax 
Act distinguishes between residents, 
non-residents employed or carrying 
on business in Canada and non-resi- 
dents deriving investment income 
from Canada. 

Every person resident in Canada is 
liable for tax on his total income from 
all sources inside and outside Can- 
ada. Non-residents are liable for tax 
at ordinary corporate or individual 
rates only cn income arising from 
employment or carrying on business 
in Canada; investment income from 
Canadian sources is treated separate- 
ly. All non-residents, including non- 
resident citizens, are liable for a tax 
of not more than 15% on investment 
income derived from Canada sources, 
for example, interest, dividends, royal- 
ties and rents. This tax must be with- 
held at source and remitted to the 
Receiver General of Canada by the 
Canadian resident who pays or credits 
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such amounts to non-residents. Al- 
though the term “credited” may be 
interpreted broadly, it is usually 
taken to mean any method whereby 
an amount is made available to the 
non-resident. 


The question of residence may be 
difficult to resolve in certain in- 
stances and often will require a close 
examination of all the circumstances 
in a given case. An individual, how- 
ever, is deemed to have been resi- 
dent in Canada in a taxation year if 
present in the country for 183 days 
or more during the year. If an indi- 
vidual enters Canada with the inten- 
tion of residing therein for an extend- 
ed period, he is considered to be 
resident from the date he entered 
Canada. As for corporations, they are 
generally held to be resident in the 
country where central control and 
management are located. 


Although income is nowhere de- 
fined in the Income Tax Act, it is for 
the most part determined in accord- 
ance with accepted business and ac- 
counting principles, and the concept 
which has evolved over the years does 
not differ significantly from that 
which exists in other countries, such 
as the United States and United King- 
dom. Although the Act contains not 
a few artificial rules for the deter- 
mination of income and reference fre- 
quently must be had to the court de- 
cisions with respect to particular 
situations, in the main, income for tax 
purposes can be readily determined. 
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TAX REVIEW 


True capital gains are not subject to 
tax in Canada. However, the circum- 
stances surrounding disposal of a 
capital asset should be examined. If 
the transaction has the characteristics 
of an adventure in the nature of 
trade or a scheme for profit-making, 
the profit on disposal will be treated 
as trading profit and subject to tax as 
ordinary income. 


Non-Residents Employed or Carrying 
on Business in Canada 

As previously observed, the income 
of a non-resident from employment 
or carrying on business in Canada 
bears the same tax as it would if re- 
ceived by a resident of Canada and 
such income was his only source of in- 
come. Canadian tax rates, both cor- 
porate and individual, are comparable 
to those in the United States. The 
graduated rates of tax on personal in- 
come range from 13% on the first 
$1,000 of taxable income to 78% on 
taxable income in excess of $400,000. 
There is, in addition, a surtax of 4% 
upon investment income in excess of 
$2,400. Corporations pay tax at the 
rate of 20% on the first $25,000 of tax- 
able income and 47% on income in 
excess of $25,000. 


Non-Resident Owners of Securities 
or Property 


Dividends 

Section 106 of the Income Tax Act 
provides that a 15% non-resident tax 
must be withheld from all dividends 
paid to non-residents including stock 
dividends and patronage dividends of 
cooperatives. Loans to shareholders 


not repaid within one year are deem- 
ed to be dividends by section 8 of the 
Act, and 15% must be withheld from 
these also. The tax is not levied on 
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dividends paid by non-resident-owned 
investment corporations so long as 
they have always qualified as such 
under the Act. If such a corporation 
has not always been an NRO com- 
pany, special rules are applicable to 
determine whether the dividend is 
exempt from Canadian tax or not. 


The 15% tax is reduced to 5% where 
a non-resident shareholder corpora- 
tion receives a dividend from its 
wholly-owned Canadian subsidiary 
company, provided that not more 
than one-quarter of the subsidiary’s 
revenue for the year is derived from 
interest or dividends (excluding in- 
terests or dividends received from 
wholly-owned subsidiaries). If the 
chief business of the subsidiary cor- 
poration is the making of loans, divi- 
dends paid by it will also qualify for 
the 5% rate of tax. 


The tax to be deducted from divi- 
dend payments is often modified by 
bilateral tax conventions which Can- 
ada has entered into with certain 
other countries. For instance, the 
Canada-U.K. Income Tax Agreement 
exempts dividends from the with- 
holding tax altogether if the United 
Kingdom parent corporation owns all 
of the shares (having full voting 
rights under all circumstances) of the 
Canadian subsidiary company. The 
Canada-U.S. Reciprocal Tax Conven- 
tion reduces the withholding tax rate 
to 5%, provided that at least 51% of 
the shares of the Canadian company, 
with full voting rights in all circum- 
stances, are owned by a U.S. corpora- 
tion or an association of not more 
than four U.S. corporations, each 
owning at least 10% of the stock. The 
reduced rate of tax will not apply in 
either of the above circumstances if 
more than one-quarter of the subsidi- 
ary’s gross revenue is derived from 
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interest and dividends (other than 
from wholly-owned subsidiaries) un- 
less its chief business was the making 
of loans. 


In certain circumstances, non-resi- 
dent parent corporations will discover 
that the Income Tax Act levies an ad- 
ditional tax on dividend payments. 
This tax, at the rate of 15%, is imposed 
upon any Canadian corporation pay- 
ing a dividend out of “designated sur- 
plus” to a non-resident corporation. 
Where one corporation acquires con- 
trol (more than 50% of the voting 
stock) of another Canadian corpora- 
tion, the undistributed income of the 
controlled corporation as at the end of 
its fiscal year prior to the acquisition 
of control becomes “designated sur- 
plus”. If dividends paid after control 
is acquired exceed earnings in that 
and subsequent years, they are re- 
garded as being paid out of “desig- 
nated surplus”. If the dividend is 
received by a Canadian corporation, 
it is not entitled to exclude the divi- 
dend from its income as is the usual 
case and it thus becomes taxable on 
the dividend. If the dividend is paid 
to a non-resident corporation, tax at 
the rate of 15% in addition to the nor- 
mal non-resident tax of 15% is im- 
posed upon the payor corporation. 
While the tax is not a direct tax upon 
the non-resident, it does serve to re- 
duce his equity in the Canadian 
corporation. 


Interest 

Interest payments are also subject 
to the 15% withholding tax even when 
paid to parent corporations. Exempt 
entirely from this tax are (1) interest 
paid by a non-resident-owned invest- 
ment corporation, (2) interest pay- 
able on bonds of (or guaranteed by) 
the Government of Canada, and (38) 


interest payable in a foreign currency 
to a person with whom the payor is 
dealing at arm’s length. The tax is 
reduced to 5% where the interest is 
payable on bonds or obligations of a 
Canadian provincial government. 


Rents and royalties 

Payments for the use in Canada of 
property, including inventions, pat- 
ents, trade names or designs by way 
of rental, royalty or similar payments 
are subject to the 15% withholding 
tax. Payments for the use of motion 
picture films in Canada (including 
television films) are subject to a re- 
duced rate of 10%. 


With respect to rentals for real 
property or timber royalties, the non- 
resident may use an alternative basis. 
Instead of being subject to the 15% 
withholding tax on gross rentals or 
royalties, a non-resident may elect to 
file an ordinary income tax return and 
pay income tax at the normal Cana- 
dian rates on his income from these 
sources after deducting the expenses 
applicable thereto. By making such 
an election, the non-resident does not 
affect in any way the tax treatment 
of any other income which he may 
derive from Canadian sources. How- 
ever, the agent of the non-resident or 
the person making payments to him 
must still deduct a 15% tax, but only 
from the net amounts made available 
to the non-resident out of the rents or 
timber royalties. If the taxes so with- 
held during the year exceed the tax 
as calculated at the end of the year, 
a refund will be made. It should al- 
so be observed that, although the 
non-resident is electing to be taxed 
as a resident in respect of his rentals 
and timber royalties, he is not entitled 
to carry over a loss in one year 
against income in a future year, nor 
is he entitled to deductions from in- 
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fAX REVIEW 


come for personal exemptions, medi- 
cal expenses or charitable donations. 


RECENT TAX CASES 


Investment Management Fees 

Under the terms of a trust created 
by a U.K. resident for his son, two 
of the trustees (being individuals) 
were to receive, as compensation, a 
small percentage of the book value of 
the assets of the trust annually. The 
third trustee, a trust company, receiv- 
ed a percentage of the income ac- 
cruing to the trust plus a percentage 
of the book value of unproductive 
real estate. All of these fees were 
deducted by the trust in computing 
taxable income but, with the excep- 
tion of the fee paid to the trust com- 
pany based upon income accruing to 
the trust, were disallowed by the Min- 
ister. The Income Tax Appeal Board 
upheld the Minister’s assessment stat- 
ing that in order to be deductible, the 
compensation must be readily classi- 
fiable as an outlay or expense identi- 
fiable with the income-earning pro- 
cess and the amounts in question fail- 
ed to meet this test. (No. 579 v. 
M.N.R.) 

(The trustees presumably were still 
taxable on these fees as being com- 
pensation for services rendered! ) 


Cancellation of Charter 

The appellant company derived its 
revenue from chartering its ships to 
other parties. One of the ships be- 
gan to give trouble during the course 
of a 12-month charter and in order 
to make repairs and avoid possible 
claims of unseaworthiness, the com- 
pany paid $130,000 to cancel the char- 
ter which it claimed as an expense. 
The Exchequer Court reversed the 
Income Tax Appeal Board which had 
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denied the deduction, ruling that the 
payment was made in accordance 
with ordinary principles of commer- 
cial trading and well accepted rules 
of business practice. While the am- 
ount was not necessarily laid out to 
earn income, it was expended to save 
further possible losses which would 
have been deductible and the deduc- 
tion should therefore not be denied. 
(Bedford Overseas Freighters Ltd. v. 
M.N.R.) 


In two other cases (Halifax Over- 
seas Freighters and Falaise Steam- 
ship), heard at the same time, the Ex- 
chequer Court allowed the deduction 
where the charters were cancelled in 
order to obtain other charters at a 
more favourable price. In these two 
cases, there was not question that the 
amounts expended were laid out to 
produce income. 


The Other Side 


The property of the respondent was 
leased for five years to the operator 
of a service station and a car-wash- 
ing business. At the instigation of an 
oil company, the respondent had the 
lease cancelled and granted a new 
five-year lease to the former operator 
on the car-washing premises only, a 
five-year lease on the service station 
premises going to the oil company 
who, in turn, sublet the property to 
the original operator! While matters 
were ostensibly the same, it is pre- 
sumed that the oil company had a 
more direct control over the service 
station and for this paid the respond- 
ent $17,000 for cancelling the original 
lease. The Minister taxed this amount 
as income but the Income Tax Appeal 
Board ruled that it was a non-taxable 
receipt. The Exchequer Court found 
that under the terms of the new lease 
the respondent was obligated to pay 
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the taxes and insurance premiums on 
the property used by the service sta- 
tion which was not formerly the case 
and that it could, therefore, be assum- 
ed that the $17,000 was an advance 
reimbursement of such _ expenses. 
Even if this had not been the case, the 
court was still of the opinion that the 
payment was more in the nature of a 
profit arising from the property than 
a capital receipt. (M.N.R. v. Farb 
Investments Ltd.) 


Foreign Tax Credit 


The appellant company borrowed 
money which it in turn loaned to a 
subsidiary company in the United 
States at the same rate of interest. In- 
terest received from the subsidiary 
was subject to a deduction of 15% at 
source for which the appellant claim- 
ed a foreign tax credit. The Ex- 
chequer Court, on appeal from the 
Minister’s assessment disallowing the 
foreign tax credit, ruled that no 
credit could be claimed because there 
was no net income from United States 
sources. The interest paid on bor- 
rowed money offset the interest re- 
ceived from the United States. (In- 
terprovincial Pipe Line Co.  v. 
M.N.R.) 


Gifts 

The appellant transferred certain 
shares that she owned to a personal 
corporation. In exchange, she, as 
well as her two sons, received shares 
of the personal corporation. In pre- 
paring her tax returns for 1951, the 
appellant declared as a gift the shares 
issued to her two sons and valued 
them at $42,000. The Minister as- 
sessed the value at $285,000 and taxed 
her accordingly. In the notice of ob- 
jection the appellant merely disagreed 
with the Minister’s valuation but, on 


appeal to the Income Tax Appeal 
Board, she contended that the gifts 
were void under Quebec law because 
the gifts had not been accepted, one 
of her sons had been mentally inca- 
pacitated at all material times and al- 
so that they were void as to form be- 
cause they were not in notarial form. 


The Appeal Board did not rule up- 
on the valuation of the shares but 
gave an exhaustive opinion upon the 
validity question. The Board stated 
that it had no jurisdiction to cancel 
a deed of gift which to all appear- 
ances was valid and binding. Such 
action could only be taken by a pro- 
vincial court. In any event, the Board 
found that the gift was not invalid as 
to form because the provincial re- 
quirements relating to notarial form 
and keeping the original record are 
not mandatory under Quebec law 
with respect to movables. All that 
was necessary was proper delivery. 
There was nothing to show that the 
gifts had not been accepted as the 
two sons became shareholders so far 
as the company and all third parties 
were concerned. Furthermore, in re- 
spect to the son who was alleged to 
be mentally incapacitated, he had 
never been declared incompetent by 
legal process and there was nothing 
to show that he lacked capacity at 
the time of the gift. It could have 
been a relative nullity but could not 
have been an absolute nullity. 


The Tax Appeal Board went on to 
rule that even if the gift were invalid 
under provincial law, that fact could 
not mitigate the application of gift 
tax under the Income Tax Act. The 
gift tax provisions show an intention 
to charge all gifts (other than those 
specifically exempted) including gifts 
which might be vitiated or annulled 
for any reason. (A. Guay v. M.N.R.) 
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MAGAZINE ARTICLES 


ACCOUNTING 

“CREATIVE ACCOUNTING Pays _ Its 
Way,” by A. J. Bows, Jr., N.A.A. Bul- 
letin, February 1959, pp. 43-56. 


Four ways by which accountants 
and controllers may help to increase 
their company’s profits are elaborated 
on in this article by a certified public 
accountant: reporting on the effects 
of inflation, applying the return-on- 
investment concept, improving inven- 
tory control techniques and applying 
more critical analysis and construc- 
tive thought to other segments of the 
business. 


The author suggests that trend 
statements should be prepared for a 
five or ten year span showing operat- 
ing results before and after allowing 
for the declining value of the dollar. 
These statements, in conjunction with 
return on investment figures, will en- 
able management to compare its 
own performance with opportunities 
in alternative investment outlets. Im- 
proved inventory control is one way 
of increasing a low rate of return 
fairly quickly. In the fourth cate- 
gory, Bows suggests that attention be 
given to the financing customers’ pur- 
chases in order to eliminate seasonal 
peaks and triangles. Lease-or-buy 
and make-or-buy decisions, transpor- 
tation costs and marketing costs are 
other areas meriting continuous and 
searching analysis by the controller’s 
staff. 


BY PETER C. BRIANT, M.B.A., C.A. 


Work of this type can be done, the 
author suggests, by dividing the con- 
troller’s department into two groups 
One of them, the processing group, 
would handle all the day-to-day ac- 
counting details. The other, the an- 
alysis group, would not be burdened 
by routine accounting matters. Its 
staff would be solely concerned with 
analysis related to profit improve 
ment. 


AUDITING 

“THE NATURE AND PREVENTION OF 
Fravup,” by Charles A. Stewart. The 
Journal of Accountancy, February 
1959, pp. 41-46. 

Recent estimates, based on a study 
of 300 fraud cases in the Price Water- 
house files of reported frauds in the 
United States, indicate that 74% of dol- 
lar losses were effected through cash 
disbursements, 14% through cash re- 
ceipts and 12% through inventories. 
However, cash disbursements ac- 
counted for 43% of the number of 
frauds, cash receipts 49% and inven 
tories 8%. 

A favorite method of disbursement 
fraud is through the introduction of 
fictitious documents, duplicate in- 
voices or altered legitimate docu- 
ments into the payment process. The 
number of cases involving stolen re- 
ceipts is relatively large because 
many companies find it practicable 
to take a calculated risk and permit 
collections to be made by route sales- 
men, delivery men or special collec- 
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tion units whose activities cannot 
be completely controlled. Inventory 
fraud is, in many instances, self-con- 
cealing. Since some inventory differ- 
ences are normal, shortages may con- 
tinue unnoticed for many years. This 
may account, in part, for the relative- 
ly low frequency of detected in- 
ventory fraud in the figures above. 

Employers are primarily responsi- 
ble for preventing embezzlement. It is 
up to them to design and maintain 
an adequate system of internal con- 
trol, to select their personnel with 
care, to carry proper insurance cover- 
age, and to report promptly suspected 
theft to the independent auditor and 
to the authorities once fraud has been 
established. 

The auditor, although primarily re- 
tained to make an examination related 
to his expressing an opinion on the 
financial statements, should also re- 
member that he has a responsibility 
for preventing and detecting fraud. 
He should “recommend” improve- 
ments in internal control, and ensure 
that they are brought to the attention 
of top management. He should re- 
main constantly alert and use his 
imagination in the performance of 
each audit procedure. And he must 
familiarize himself with the methods 
of embezzlers. Fraud cases are the 
best medium for studying embezzle- 
ment techniques, internal control 
methods and audit procedures which 
disclose fraud. 


FINANCE 


“FINANCIAL Sercuriry Topay” by 


Walter Fleet. The Oregon Account- 
ant, November 1958. 

What are the most effective and 
widely used methods of putting the 
family of an owner capitalist in funds 


independent of the business and also 
meeting death tax liabilities? 

One way is to set up a contractual 
arrangement under which his owner- 
ship is purchased at his death, but, in 
the post-war years, few owners of 
closely held businesses have wanted 
to sell. They want the business to 
continue to provide for their families. 
On the other hand, they are reluctant 
to leave their families entirely de- 
pendent on the business. 


Many methods have been devised 
to retain a stake in the continuing 
business while simultaneously pro- 
viding security in the event that the 
business, under new management, 
does not do as well as it did under 
the former owner. Methods by which 
this effort to get the best of both 
worlds is being pursued include: 

1. Liquid capital: Preferred stock 
may be issued and the stock 
transferred to a trust, which pro- 
vides that the income be accumu- 
lated for the benefit of the wife 
or children, or distributed to the 
children. The requirements of a 
dividend distribution can then be 
accumulated into liquid capital. 
At the end of the trust, the pre- 
ferred stock can be brought back 
to its original owner. The wife 
can be guaranteed a pool of 
liquid capital by having the pre- 
ferred cash dividends used to pur- 
chase insurance on the life of the 
owner. 


2. Successor planning: Recapitalize 
the business into common and pre- 
ferred stock, placing most of the 
value of the business in the pre- 
ferred. The value of the common 
stock will then be reduced to a 
point where the successor man- 
agement is able to buy a sig- 
nificant interest, say one-third, in 
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the future earnings of the business 
while the owner and his family re- 
tain most of the value built up in 
the past. 

Then the corporation can buy 
insurance on the life of the owner. 
On his death, it will enable the 
corporation to redeem some or all 
of the preferred stock and thus 
place his family in possession of 
liquid funds independent of the 
business. It will also automatically 
increase the value of the common 
stock held by successor manage- 
ment, 


PROFESSIONAL 


“INDEPENDENCE OF CERTIFYING AC- 
COUNTANTS — COMPILATION OF REPRE- 
SENTATIVE ADMINISTRATIVE RULINGS IN 
Cases INVOLVING THE INDEPENDENCE 
or Accountants.” U.S. Securities and 
Exchange Commission. Accounting 
Series Release No. 81, December 11, 
1958. 


The Securities and Exchange Com- 
mission recently published an addi- 
tional release in its accounting series 
dealing with the independence of ac- 
countants. This release, which sum- 
marizes cases in the Commission’s ex- 
perience under the independence rule 
since the publication of Accounting 
Series Release No. 47 in 1944, to- 
gether with prior releases and Com- 
mission decisions, reflects the develop- 
ment of policy regarding the practice 
of accountants before the Commission 
over a period of 25 years. 

The laws administered by the 
S.E.C. either require or give the Com- 
mission power to require that finan- 
cial statements filed with it be cer- 
tified by independent accountants. 
This new release summarizes pre- 
viously unpublished rulings on in- 
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dependence which have risen under 
the governing Acts. 

Four major areas are outlined in 
which the Commission has ruled that 
an accountant might not be inde 


pendent. These comprise instances 
of financial interest on the part of 
the accountant, where the accountant 
was a director, officer or employee of 
the firm, where there were other re- 
lationships, and certain instances with 
broker-dealer reports. 


Representative situations in which 
accountants have been held to be not 
independent with respect to a par- 
ticular client in the area of financial 
interest include: 


1. Chartered accountants for a pro- 
posed registrant, a foreign cor- 
poration, owned a stock interest 
in the corporation. 

Using their own funds, the wives 

of partners in an accounting firm 

purchased stock in a client of the 
firm immediately prior to regis- 
tration. 

3. Partners and staff members of a 
small accounting firm which had 
certified the financial statements 
included in a registration state- 
ment subsequently acquired shares 
of stock of the registrant. They 
were denied the privilege of cer- 
tifying subsequent financial state- 
ments to be included in a post- 
effective amendment to the regis- 
tration statement. 


bo 


Accountants who were also direct- 
ors, officers or employees of a con- 
cern were not able to be considered 
independent in the following repre- 
sentative cases: 

1. From the time of organization of 
a proposed registrant in Novem- 
ber 1952 until July 1954, an ac- 
countant served as assistant treas- 
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urer, controller and director with 
the responsibility of keeping the 
accounts of the company and also 
acted as co-signer of cheques. He 
also owned shares of the regis- 
trant’s common stock. In July 
1954, arrangements were made for 
an issue of securities. Even though 
the accountant severed his affilia- 
tion with the company as officer 
and director and made a gift of 
his shares of stock to his daughter, 
his certificate was not acceptable. 

2. A partner in an accounting firm 
acted as controller and exercised 
some supervisory powers with re- 
spect to the proposed registrant's 
accounting procedures. 

In the area concerning other rela- 

tionships and conditions, representa- 
tive rulings include: 
l. The wife of a partner of the ac- 
counting firm certifying the finan- 
cial statements of an investment 
company was secretary-treasurer 
of the company. 
An accounting firm which certified 
the financial statements of a regis- 
tered company had exclusive cus- 
tody of the key to the company’s 
safe deposit box. Under these con- 
ditions, the accountants were in 
the position of auditing their own 
work. 

In the case of broker-dealer reports, 

the examples of situations in which an 

accountant was not considered to be 
independent include: 

1. An accountant certified the finan- 
cial statements of a brokerage firm 
in which his father and uncle were 
officers and owners of substantial- 
ly all the outstanding stock. 

2. An accountant certified the finan- 
cial statements of a small broker- 
age firm in which his brother was 
a partner. 


tw 


The S.E.C. release also gives many 
examples of situations in which ac- 
countants were not considered to have 
lost their independence. 


“BETTER ENGLISH” by A. C. Partridge. 
The South African Accountant, De 
cember 1958, pp. 192-197. 

What is the indispensable basis for 
a reasonable command of the English 
language? It is, first, to speak with 
the accents of good breeding and the 
versatility that springs from a liberal 
education. It takes civilization to 
produce taste and to give to nature’s 
gentlemen that last polish of refine- 
ment that makes man desirable to his 
fellow men. Polite society cannot but 
be attracted to people who are in- 
formative, courteous, entertaining and 
original in their pursuits. 

Five cardinal virtues are indis- 
pensable to a mastery of the Eng- 
lish tongue: a desire for accuracy in 
pronunciation, respect for recognized 
usage and propriety, the avoidance of 
grammatical solecisms, the acquisition 
of a resourceful vocabulary and evi- 
dence of some originality in one’s 
phrasing. 

Refinement of speech is a matter of 
human dignity; what the tongue 
utters will reflect the character. To 
be precise, proper, sincere and gram- 
matical; to speak slowly, pausing for 
the right word, and enunciating clear- 
ly each syllable; to put forward your 
ideas tentatively, and with poise; to 
listen to the other man’s point of 
view; these are the virtues of civility. 
These are the standards that all who 
love civilization must strive to per- 
petuate. 


“ACHIEVING ADMINISTRATIVE COoM- 
PETENCE’ by Robert N. Hilkert. Sup- 
plement to Business Review, Federal 
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Reserve Bank of Philadelphia, De- 
cember 1958, pp. 19. 


What are some of the essential and 
desirable characteristics of business 
leadership? 


The first is technical competence. 
The executive is usually competent in 
one or more specialized fields. In the 
plying of his own profession. he is 
“good in his own right”. In the head- 
ing of an organization, however, he 
demonstrates his recognition of his 
own strengths and limitations. He 
realizes that the organization is too 
complex for him to be able to excel 
in all the fields which enter into the 
business. Therefore, he selects and 
trains capable subordinates, and 
really delegates responsibilities. 


Business leadership also calls for a 
broad, intellectual outlook. We have 
passed through an extended period in 
which businessmen have placed prim- 
ary emphasis upon technical com- 
petence. Today, they are becoming 
convinced that tomorrow’s leaders 
must come from the ranks of educated 
men. 


The most admirable and most 
effective business leaders are men 
who possess a highly developed sense 
of honour. They do not lose sight of 
moral and spiritual values in their 
business life; in fact, they are moti- 
vated by them. 


BOOK REVIEW 
“Accounting Practices in the Petro- 
leum Industry,” by Robert H. Irving, 
C.P.A., and Verden R. Draper, C.P.A.; 
Ronald Press, New York; 247 pages; 
$6.00. 


While the book is a relatively small 
one and approximately half of it is 
taken up with the appendices, the 
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authors have included within its 
pages a very comprehensive outline of 
accounting procedures and practices 
in all phases of the oil industry from 
exploration and production through 
transportation and manufacturing to 
marketing, even touching upon the 
retail outlet. 


The book is written mainly from a 
U.S. viewpoint and consequently has 
limited application in Canada. This is 
particularly noticeable in the trans- 
portation section where the account- 
ing procedures in many cases are 
based on reporting requirements for 
regulatory bodies in the United 
States. However, the main principles 
of accounting affecting the oil indus- 
try are applicable anywhere in the 
world and the fact that the book is 
based primarily on American prac- 
tices does not detract from its value. 


Anyone connected with accounting 
for oil exploration and_ production 
activities will be faced with joint in- 
terest operations, and the inclusion of 
model forms for unit agreements and 
relative accounting makes for easy 
reference and better understanding of 
this intricate subject. 


At the end of the book a glossary 
and index of terms serve the double 
purpose of defining the term (which 
will prove invaluable to those not 
completely familiar with oil field 
terminology) and also referring to the 
section of the book where the ac- 
counting for such items is explained. 


The authors have done a real ser- 
vice to the accounting profession in 
general and to the accountants in the 
petroleum industry in particular, in 
compiling a book which will, no 
doubt, be a standard reference. 

J. R. Harve, C.A. 
Toronto, Ontario 





BY J. E. SMYTH, F.C.A. 


Students Department — eueevs University” 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants 
and reflect the personal views and opinions of their various contributors. 
They are designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problems as will make their study 
of benefit to the student. Discussion of solutions presented is cordially 
invited. 


PROBLEM 1 


Intermediate Examination, October, 1957 
Auditing I, Question 4 (15 marks) 


The following information has been taken from the records of H Co. Ltd. 
as at December 31, 1956: 

(i) Cash on hand and in bank consisted of funds on hand totalling 
$3,000 and a bank overdraft of $1,000. 

(ii) Investments consisted of marketable securities at a cost of $17,000 
(approximate market value $18,000) and shares of S Co. Ltd., a 
wholly-owned subsidiary, at a cost of $20,000. 

(iii) Inventories at year-end were valued at lower of cost or market 
and totalled $33,000. 

(iv) Accounts receivable totalling $90,000 included accounts amounting 
to $10,000 the collection of which was uncertain and for which 
provision has been made. Notes receivable amounting to $15,000 
were discounted at the bank. 

Trade indebtedness totalled $23,000 and income taxes owing 
amounted to $6,000. 

Land and buildings were acquired at a cost of $5,000 and $50,000, 
respectively, and the accumulated depreciation on buildings 
amounted to $21,000. On December 31, 1956, the buildings were 
appraised by X Appraisal Co. as having a replacement value new 
of $70,000 with estimated depreciation amounting to 30% of this 
value. The books were adjusted on December 31, 1956 to reflect 
the net appraised value of the buildings. 

H Co. Ltd. was incorporated in January 1952 under the Com- 
panies Act (Canada). The authorized capital consisted of 1,000 
6% cumulative preference shares of a par value of $100 each and 
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1,000 common shares of no par value. All shares were issued and 
fully paid at the time of incorporation. The preference shares were 
sold at $103 per share and the common shares at $1 per share. 
At the time of issue, the directors agreed that 20% of the proceeds 
of sale of common shares should be designated as surplus. 

(viii) The net profits of H Co. Ltd. have been as follows: 


1952... . $12,000 
: 1953. . . 21,000 
1954. . 20,000 
1955... 8,000 
NE Soi eet -. 10,000 


(ix) Preferred dividends were paid for the years 1952 to 1954 inclusive. 
In 1955, preferred dividends were declared but have not yet been 
paid. No preferred dividends were declared in 1956. The common 
shareholders have never received a dividend. 

(x) A reserve for future plant extension, in the amount of $10,000, has 
been set up on the company’s records by appropriations from net 
profits. 


Required: 
The balance sheet of H Co. Ltd. as at December 31, 1956, prepared in 
accordance with legal requirements and good accounting principles. 


[ A SOLUTION 
H CO. LTD. 
BALANCE SHEET AS AT DECEMBER 3], 1956 
ASSETS 
Current assets 
R Cash on hand and in bank ............. $ 3,000 
’ Marketable securities, at cost (approximate 
market value, $18,000) ............. sued 17,000 
Accounts receivable ................ civiees §9G000 
Less allowance for doubtful accounts sess 103000 
80,000 
Inventories, at the lower of cost or market 83,000 
Total currefit assets: 2... 2.60... ... si 183,000 
Investment in shares of wholly-owned subsidiary, 
CANE oS 8 Oe Nong De tas might BPE a Pa, S Fob 'sioe Olas 20,000 
Fixed assets 
I iin asc eu cer eay teste et 64d 5,000 
Buildings, as valued by X Appraisal Co. on 


SOHNOEE Bs POOR oi. ic So cae ee kee ees 49,000 
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LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities 


Bank overdraft 

Accounts payable, trade 

Income taxes payable ....... 
Dividends payable on preferred shares 


Total current liabilities 


Shareholders’ Equity 


Capital stock: 
Authorized — 
1,000 shares of 6% cumulative preferred 
stock of a par value of $100 each 

1,000 common shares of no par value 

Issued and fully paid — 
6% Cumulative preferred stock — 1,000 shares 
Common stock — 1,000 shares 


Contributed surplus: 
Premium on issue of preferred shares ...... 
Portion of proceeds of issue of common shares 
set aside as distributable surplus ..... 


Earned surplus: 
Appropriated as a reserve for future 
plant extension 
Unappropriated . 


Excess of appraisal value of buildings on 
December 31, 1956 over depreciated cost . 


Total shareholders’ equity 


$ 1,000 
23,000 
6,000 
6,000 


$ 3,000 


3,200 
10,000 
37,000 


47,000 





$ 36,000 


Notes: (1) There is a contingent liability as of December 31, 1956 in respect of bills 





receivable under discount, $15,000. 


(2) Dividends on the preferred stock are in arrears $12,000, including dividends 
of $6,000 for the year ended December 31, 1955 declared but not yet paid 


PROBLEM 2 
Intermediate Examination, October, 1957 
Auditing II, Question 2 (16 marks) 


You have been assigned the task of evaluating the nature and extent of 
the system of internal control of a new client. 
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Required: 
List the points to be covered in evaluating the adequacy of the internal 
control over each of the following: 
(8 marks) (a) Petty cash funds. 
(8 marks) (b) Payrolls. 


A SOLUTION 


(a) Points to cover in evaluating adequacy of internal control over petty 
cash funds 
1. Are the funds maintained on an imprest basis? 
2. Are custodians of the funds independent of the cashier or other em- 
ployees who handle remittances from customers and other receipts? 
3. Are petty cash funds limited to amounts which are reasonable in relation 
to the needs of the business? 
. Are individual petty cash expenditures limited to a maximum amount? 
. Are petty cash vouchers prepared in such a manner as to make alteration 
difficult? 
. Are petty cash vouchers signed by the person who receives the cash? 
. Are advances to employees authorized by an official who has no duties 
in handling or recording cash transactions? 
g 8. Are the petty cash vouchers presented to the officer signing the re- 
) imbursing cheque for his inspection when the cheque is prepared? 
9. Are petty cash vouchers cancelled by or under the direct supervision of 
the cheque signer? 
10. Is a periodic independent count made of the funds? 


i) 
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(b) Points to cover in evaluating adequacy of internal control over payrolls 

1. Are properly approved authorizations maintained on file for: 

(a) Personnel changes? 

(b) Salary and wage rates? 

(c) Payroll deductions? 

Are time records and other data from which the payrolls are prepared 

maintained independently of the employees who prepare the payrolls? 

3. Are the persons who prepare the payrolls excluded from their disburse- 
ment? 

4, Are the payrolls checked by employees who take no part in: 

(a) authorization? 

(b) preparation? 

(c) disbursement? 

Is the payroll approved by a responsible employee or officer? 

Is the payroll bank account reconciled regularly by an employee who 

E has no connection with: 

f (a) the preparation of the payrolls? 
(b) the distribution of the pay cheques? 

7. When payment is made in cash, are receipts required? 

8. Are unclaimed wages returned to the cashier or a department other 
than the payroll department? 
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9. Are payments of unclaimed wages at a later date made only upon: 
(a) presentation of appropriate evidence of employment; and 
(b) approval by an employee who is not connected with the preparation 
of the payroll or with reporting time? 


PROBLEM 3 
Intermediate Examination, October, 1957 
Auditing II, Question 8 (12 marks) 

During the course of his examination of the accounts of P Co. Ltd., CA 

discovers the following: 

(i) There is a shortage of $25 in the petty cash fund. The cashier 
explained that he had borrowed this amount but had forgotten to 
prepare an I.0.U. voucher. He informed CA that this amount would 
be repaid when he received his next weekly pay. 

(ii) The company makes frequent disbursements to creditors in foreign 
countries. Evidence of such disbursements is available in the form 
of bank debit memoranda. 

(iii) Two pay envelopes were not taken by employees for the payroll 
period in which CA observed the payment of employees. 

(iv) A cheque payable to one of the company’s creditors has been 
redeposited in P Co. Ltd.’s bank account. 


Required: 
What procedures should CA carry out in each of the above circum- 
stances? 


A SOLUTION 


(i) Audit procedures required — petty cash fund shortage 

1. Ask the cashier to prepare an I.0.U. voucher to cover the shortage, or 
have the cashier sign the count sheet setting out this loan. 

2. Submit the voucher (or count sheet) to a responsible official for his 
approval, and explain the circumstances to him. 

8. Trace the subsequent reimbursement of the I.0.U. voucher to the petty 
cash fund. 

4. Report to the management that the internal accounting control would 
be improved if borrowing from the petty cash fund was prohibited, but 
that if I.0.U.’s are considered necessary, they should always be approved 
by a responsible official. 


(ii) Audit procedures — disbursements to creditors in foreign countries 
1. Trace the bank debit memoranda to the bank statement and, where 
available, to monthly statements submitted by the creditors. 
2. Have the bank debit memoranda signed by the same number of signing 
officials of the company as are required to sign cheque disbursements. 
Report to the management that such disbursements should be authorized 
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in writing by the cheque signing officers of the company in a letter to 
the bank. (If this has been done, examine the letter of authority to the 
bank, instead. ) 

8. Ascertain that the amounts correspond with purchases recorded in the 
accounts from suppliers’ invoices properly approved for payment. 


(iii) Audit procedures — pay envelopes not taken 
1. Maintain control of the two pay envelopes. Either send them by regis- 
tered mail to the employees or ascertain that they are delivered to a 
responsible official not connected with the payroll department. If the 
second course is taken, examine receipts from the employees when the 
distribution has been made to them. If the employees claim their cheques 
while the auditor has still custody of them, they should be required to 
produce proper identification of themselves. 
2. Determine that the employees concerned are bona fide by examination 
of personnel records and time records. 


(iv) Audit procedures — creditor's cheque redeposited 

1. Examine the entry recording the redeposit in the cash receipts book. 

2. Check back to the entry recording the original issue of the cheque to 
ascertain that the same account is now credited as was debited when 
the cheque was issued. If another account has been credited, enquire 
into the reason. 

8. Make a careful enquiry into the circumstances to determine that the 
cheque was not used to cover up a shortage in cash or in receivable 
accounts at the time of the audit. 


PROBLEM 4 
Final Examination, October 1957 
Auditing III, Question 6 (10 marks) 

In 1956, the management of L Co. Ltd., incorporated under the Com- 
panies Act (Canada), decided to prepare the company’s annual financial 
statements on a consolidated basis. This was the first time that such a 
procedure had been adopted. 

For a number of years, L Co. Ltd. had owned 70% of the issued common 
shares of B Co. Ltd., a company located in Canada. As at the 1956 fiscal 
year end date, the net assets of L Co. Ltd. and of B Co. Ltd. represented 65% 
and 35% respectively of the total consolidated net assets. 

CA is the shareholders’ auditor of L Co. Ltd. only. The accounts of 
the subsidiary company are reported upon by another practising chartered 
accountant. 


Required: 

What information would be needed by CA regarding B Co. Ltd., the 
subsidiary company, in order for him to be in a position to express an opinion 
on the consolidated accounts of L Co. Ltd. for 1956? 
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A SOLUTION 


Information required regarding the subsidiary company 


1. 
2. 


10. 


11. 
12. 


Details of inter-company sales and purchase transactions. 
The consistency and comparability of the accounting principles applied 
by the respective companies. 


3. The auditor's report for B Co. Ltd., particularly for 1956. 
4. 


Details of the scope of the audit of the subsidiary, and the standards of 
professional conduct of its auditors. 


. The history of the subsidiary and the nature of its business to determine 


whether consolidation is appropriate. 
Details of inter-company account balances. 


. Figures from the accounts of the subsidiary: 


(a) To calculate the purchase discrepancy 
(b) To determine the profits, losses aud dividends of the subsidiary since 
acquisition. 


. Analysis of inventories and fixed assets for inter-company items. 
. Details of the subsidiary company’s investments to determine whether 


they include shares or bonds of L Co. Ltd. or of other subsidiaries. 
Confirmation from the records of B Co. Ltd. of the 70% ownership of its 
issued common shares by L Co. Ltd. 

The financial statements of the subsidiary company for the previous year. 
An analysis from the records of B Co. Ltd. of the minority interest equity. 


TIMETABLE OF OCTOBER 1959 UNIFORM EXAMINATIONS 
The Board of Examiners-in-Chief gives notice that the 1959 examina- 


tions of the Institutes of Chartered Accountants in Canada will be written 
according to the following timetable. The morning sessions will be from 
9 a.m. to 1 p.m. and the afternoon sessions from 2 p.m. to 6 p.m. 


Tuesday, October 13 
Morning session — Final Accounting I 
Afternoon session — Intermediate Accounting I 
Wednesday, October 14 
Morning session — Final Accounting II 
Afternoon session — Intermediate Accounting II 
Thursday, October 15 
Morning session — Final Accounting III 
Afternoon session — Intermediate Auditing I 
Friday, October 16 
Morning session — Final Auditing I . 
Afternoon session — Intermediate Auditing II 
Monday, October 19 
Morning session — Final Auditing II 
Tuesday, October 20 
Morning session — Final Auditing III 
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Alberta 

Lawrence H. Montgomery, B.Com., C.A. 
announces the opening of an office for the 
practice of his profession at 102 Thomson 
Bldg., 10130 — 101 St., Edmonton. 


British Columbia 

George Hutchison, C.A. has been ap- 
pointed office manager for J. T. O'Bryan 
Ltd., Insurance Brokers, Vancouver. 

K. G. Clark, C.A. has been appointed 
1959 chairman of the Taxation Committee 
of the Vancouver Board of Trade. 


Manitoba 

A. M. Tooley, C.A. has been appointed 
president of EPM Manufacturing Co. Ltd., 
Winnipeg. 
New Brunswick 

Mrs. Erma P. Morrison, C.A. announces 
the removal of her offices to Ste. 108, 1111 
Main St., Moncton. 


Nova Scotia 

Andreae & Fingland, Chartered Account- 
ants, of Nassau, Bahamas, announce that 
they have opened offices in Freeport, Grand 
Bahama Island and in Kingston, Jamaica. 
The resident partner is G. T. Brown, C.A. 


Ontario 

Jordan and Jordan, Chartered Account- 
ants, and Hahn, Warner & Co., Chartered 
Accountants, announce their practices will 
be carried on in partnership under the firm 
name of Jordan and Jordan, Hahn, Warner 
& Co., Chartered Accountants, with offices 
at 25 Adelaide St. W., Toronto 1. 

Goldhar, Beckerman, Soupcoff & Stark- 
man, Chartered Accountants, announce the 


“~- 


SMEMBERS 





admission to partnership of Jack Rothman, 
C.A. and Irving Berger, C.A. 

Goodis Goldberg, Dair Ltd., Toronto, 
announce the admission to partnership of 
Albert Soren, C.A. who has assumed the 
posts of vice-president and managing direc- 
tor. 

George Moller, C.A., R.I.A. was a mod- 
erator at a seroinar on “New Horizons in 
Managerial Economics” sponsored by The 
Society of Industrial & Cost Accountants. 
The seminar was held at the Guild Inn, 
Scarborough, Ont., from February 26 to 28, 
1959. 

T. J. DeCourcy, B.Com., C.A. has been 
appointed works accountant of the linear 
polyethylene plant of Du Pont of Canada 
Ltd. now under construction at Sarnia, On- 
tario. (In the March issue it was erron- 
eously stated that Mr. DeCourcy has been 
appointed as works accountant of the Mont- 
real plant of Du Pont of Canada Ltd.) 


Quebec 

F. M. Gray, C.A. has been appointed 
manager of the newly-created business in- 
terruption department of Underwriters Ad- 
justment Bureau Ltd., Toronto. 

A. C. McColl, B.Com., C.A. has been 
appointed comptroller of Shawinigan Chem- 
icals Ltd, 

H. J. R. Newman, C.A. has been ap- 
pointed a director of Molson & Co. Ltd. 

J. G. Schwartz, S. S. Filger & Irving 
Haznof, Chartered Accountants, announce 
the formation of a partnership for the prac- 
tice of their profession under the firm name 
of Schwartz, Filger & Haznof, Chartered 
Accountants, with offices at Ste. 445, 6555 
Cote des Neiges Rd., Montreal. 
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P. S. Wise & Co., Chartered Accountants, 
announce the change of their firm name to 
P. S. Wise, Burnstein & Co., with offices at 
404 Notre Dame St., Montreal. 


OBITUARIES 
We regret to announce the death of the 
following members: 


STUART ROGER WELLS — Mr. Wells, 
admitted to the Saskatchewan Institute in 
1947 and the Alberta Institute in 1955, died 
very suddenly in December 1958. At the 
time of his death he was with Inland 
Cement Ltd., Edmonton. 


ISRAEL BLACKMAN — On February 27, 
1959 at the age of 58. A graduate in Com- 
merce from McGill University, he was ad- 


mitted to membership of the Quebec In- 
stitute on March 26, 1924. He practised 
his profession in Montreal for many years, 
alone and in association with others and, 
since 1958, had been senior partner in the 
firm of Blackman & Hubscher. 


FREDERICK G. COTTLE — Died in To- 
ronto on March 6, 1959 at the age of 53. 
Mr. Cottle was admitted to the Alberta In- 
stitute in 1929 and joined the audit branch 
of the Alberta Treasurer's department in 
1932. In 1936 he was appointed auditor 
to the Alberta Public Utilities Commission 
and later was with the Petroleum and Na- 
tural Gas Conservation Board in Calgary. 
In 1945 he joined Imperial Oil Limited and 
at the time of his death was general man- 
ager of that firm’s transportation and sup- 
ply department. 


INSTITUTE NOTES 





ALBERTA INSTITUTE 


The presentation of certificates to 32 suc- 
cessful candidates in the 1958 uniform 
final examinations in the Calgary area took 
place in the Southern Alberta Jubilee Audi- 
torium, Calgary, on January 10. John L. 
Helliwell, president of the Canadian Insti- 
tute, made the presentation address, and 
the certificates were given by Gilbert E. 
Gee, president of the Alberta Institute. 
Glen W. Braum won the medal and prize for 
the highest standing in the final examina- 
tions. 

Among those receiving certificates were 
Mr. and Mrs. Rex T. Little of Lethbridge. 
It is believed that this is the first time a 
husband and wife have been admitted to- 
gether. Mr. and Mrs. Little were married 
while articling with John A. Williams of 
Lethbridge and have two children. 

Following the presentation, a banquet and 
dance were held in the Palliser Hotel un- 
der the sponsorship of the Calgary Chart- 
ered Accountants Club in honour of the 
new graduates. 


ONTARIO INSTITUTE 


Presentation of Certificates: Over 700 
members and guests attended the largest 
presentation of certificates ceremony in the 
history of the Institute on Friday, Febru- 
ary 13, 1959, in the Royal York Hotel. 
176 new members, including Mrs. Natalie 
Gifford and Miss Dorothy McRobb, received 
their certificates from the president, M. A. 
Bradshaw. J. Grant Glassco, O.B.E., 
F.C.A., executive vice-president, Brazilian 
Traction Light and Power Company, deliv- 
ered a very inspiring address of welcome. 
He told the graduates of the great oppor- 
tunity and challenge that awaited them as 
members of our growing profession. After 
the ceremony, tea was served in the ball- 
room. Mrs. M. A. Bradshaw, Mrs. W. I. 
Hetherington, Mrs. R. B. Dale-Harris and 
Mrs. W. J. Ayers were hostesses. 


Life members: On February 18 the Council 
elected Gordon D. Campbell, F.C.A. and 
J. Wyndham Eddis, F.C.A. life members of 
the Institute, in recognition of their 50 


Continued on page 372 
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CANADA LIFE 


DD LLY LLC) 


its Estate Service Division 





For many years this Division has served members 
of the accounting profession in detailed analysis 

of the numerous complex problems, both personal 
and corporate, encountered in the estates of 

their clients. Many accountants have found this 

of assistance to them in the over all planning 

of their clients’ affairs. This service is available from 
coast to coast in Canada. 


Consult the Manager of the nearest 
Canada Life Branch. 





Lstate Service Division Offices 


HALIFAX OTTAWA WINNIPEG 

Green Lantern Bldg. 150 Kent St. Electric Railway Chambers 
QUEBEC TORONTO CALGARY 

580 Grande Allée E. 330 University Ave. Lancaster Bldg. 
MONTREAL HAMILTON VANCOUVER 

505 Dorchester St. W. 1 Markland St. 640 West Hastings St. 





CHtssurance Company 


GO6754A HEAD OFFICE: 330 UNIVERSITY AVE., TORONTO 
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NEW ALBERTA C.A."S INCLUDE HUSBAND AND WIFE 
Alberta Institute president G. E. Gee (left) and C.I.C.A. president J. L. Helliwell (right) 
congratulate Mrs. Marjorie Little, Rex Little and prizewinner Glen Braum at the recent 
presentation of C.A. certificates to new Calgary chartered accountants. 


Continued from page 370 


years of continuous membership. Both the 
new life members are past presidents of the 
Institute. 


Members by affiliation: The following ap- 
plicants were admitted to membership by 
affiliation on February 13, 1959: G. Robert 
L. Brown (Scot. ’57), Daniel D. Balzer 
(Alta. 55), I. Ernest Argue (Man. ’48), 
Harold A. Quinton (Eng. ’53), Jacob Rab- 
inowitz (Scot. ’57). 


Library: Recent additions: “Uniform System 
of Accounts for Restaurants” by Horwarth 
and Horwarth, National Restaurant Associa- 
tion, 1958; pp. 113. “Sampling Techniques 
in Accounting” by Trueblood and Cyert, 
Prentice Hall, 1957; pp. 212. “Economics 
of Accounting Practice” by The American 
Institute of Certified Public Accountants, 
1959; Series I and II. “Business Budget- 
ing” by Sord and Welsch; Controllership 
Foundation Inc., 1958; pp. 366. “Integrat- 
ed Auditing” by Peloubet and Heaton; 
Ronald Press, 1958; pp. 272. 


QUEBEC INSTITUTE 
Convocation: The annual convocation took 
place at the Ritz Carlton Hotel in Mont- 
real on Saturday, March 21. A group of 


139 successful candidates in the 1958 exam- 
inations received certificates and were wel- 
comed to membership by Howard I. Ross, 
president. The meeting was addressed by 
H. J. Russell, administrative assistant, In- 
dustrial Development Bank. Prizes and 
medals were presented to their winners by 
J. A. deLalanne, immediate past president 


cf the C.I.C.A. 


Provincial Conference: Howard I. Ross, 
president, has announced the appointment 
of K. P. Farmer as general chairman for the 
provincial conference scheduled for Mon- 
day and Tuesday, June 15 and 16 at Mac- 
donald College, Ste. Anne de Bellevue, 
P.Q., with registration on Sunday evening, 
June 14. D. P. Cassidy and Jéréme Car- 
riére were appointed vice-chairmen _ in 
charge of program and A. S. Cunningham 
was named arrangements vice-chairman. 


Annual Meeting: The annual meeting of 
the Quebec Institute will take place on 
Monday, June 15 at Macdonald College. 


C.A. CLUB OF VANCOUVER 
Jack Webster, prominent radio com- 
mentator, provided a sizzling atmosphere 
for 125 club members at the March 2, 


1959 luncheon meeting when he spoke on 
Continued on page 374 
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Stenoretteé 3199.0 


DICTATING-TRANSCRIBING MIRACLE 


Beneath your thumb, on the microphone, a button provides complete central 
control over dictation. Dictate, stop, repeat a word or entire sentence, con- 
tinue dictating where you left off—with a flick of your finger. Corrections ? 
Easy—just re-record over mistakes. No wasted motion for you—or your 
secretary. Stenorette dictation is as simple as picking up a telephone. 


You use the same tape over and over again. Stenorette does everything the 
highest-priced units do (and more) but costs only half as much. And you 
don’t need separate machines—one Stenorette takes care of both dictating 
and transcribing. Light-weight Stenorette goes where you go, even operates 
ina a ear, It’s easy to see why more than 311,500 Stenorettes are in 
use today. 


Peer nn ren = = FREE BROCHURE ————— === = . 
| DeJUR of Canada, 69 York St., Toronto. CAA. | 
| 1! would like to know more about the Stenorette : 
| 
| Weak ccess gatsvsiov sch saesacessstvnssasncececeusciaaieoenetsiae NOUN ois hes oe ip erhoeness | 
Uc ee cacti gare as ude cca SiN su cose aos cubesnaa dn awe sauce cesdeaeinaWibapccho'doon idcineraceendes 
REMUS ast heekcates<c cocsctp-nsxiavessfusvcsbesissuestecseataerssaveassvensseaees PROVO es csi | 
fee SD SD GED GED GED GS GES GEES GS GOED GED GED GENES GEES GEE GS GD GS GD GD ee ce ee ee es ee es ee ee oe d 
*Transcribing accessories at slight extra cost. ® Registered Trademark. 
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the lethargy of the electorate in the face of 
dismally low standards of morality in pub- 
lic office. Mr. Webster forecast a general 
election in B.C. this fall, following the 
elimination of B.C.’s “net debt”. 


WATERLOO-WELLINGTON C.A. 
ASSOCIATION 

Professor Alex Ross, M.C., of the Ontario 
Agricultural College, addressed a meeting 
of the Waterloo-Wellington C.A. Associa- 
tion at the Kress Hotel, Preston, on the 
value of literature in an age numbed by 
the mass media and increasing pressure for 
conformity. 

The first president and founder of the 
association, D. Bruce Davis of Kitchener, 
was presented with a silver tray, the gift 
of the charter members, in appreciation of 
his keen interest and initiative in organizing 
this district association in 1957. 

Walter Kraemer, E. W. Dyck, R. V. Fast, 
Jack Eby and Roger Rouse, who had suc- 
cessfully passed the 1958 final examinations, 
were honoured by the meeting. The chair- 
man, Mr. C. H. Spry of Kitchener, also 
welcomed George Lind of Guelph and Ken- 
neth Arbuckle of Kitchener to the associa- 
tion. 


NORTHWESTERN ONTARIO C.A. 
ASSOCIATION 

The third annual meeting of the associa- 
tion was held on January 26, 1959 in the 
form of a dinner meeting at the Flamingo 
Club in Fort William. The retiring presi- 
dent, K. A. Miners, reviewed the activities 
of the previous year. 





It was decided to award an annual 
scholarship of $100 to the graduate of a 
secondary school in Northwestern Ontario 
with the highest academic standing, quali- 
fied to register as a student-in-accounts, 
when the student articles with a firm of 
C.A.’s in the area. 

The association also made further plans 
for assisting students by continuing the lec- 
ture and discussion meetings. 

The following officers were elected for 
1959: Arthur J. Black, president; J. W. 
Dixon, vice-president; E. R. Seal, secretary- 
treasurer; R. J. Geddes and G. I. Johnston, 
directors. J. E. Crawford continues as hon- 
orary president. 


QUEBEC STUDENTS 

The Quebec Institute Students Society 
staged a very enjoyable and successful ski 
meet at Morin Heights, P.Q. in early March. 
In addition to general skiing, participants 
engaged in a race in which R. Masleck 
won the James G. Ross trophy. After 
skiing there was a sleigh ride, followed by 
dinner and dancing. 


B.C. STUDENTS 

The annual general meeting of the Stu- 
dents’ Society was held in room 821 of the 
Buchanan Building, U.B.C., on Thursday, 
February 26, 1959. 

The following students were elected to 
the Students’ Council for 1959: 5th year— 
W. Roy Alexander, R. H. Puder; 4th year 
—A. F. Radbourne, D. G. Usher; 3rd year 
—N. F. Cousins, N. J. R. MacKinnon; 2nd 
year — R. D. Brown, D. L. Helliwell; 1st 
year — Peter Cox, R. A. Nelson; prelim. 
year — R. L. Buxton, P. M. McPhalen. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 
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accounting costs 


Only“Thermo-Fax’ Copying Machines do so many 
Jobs...so quickly, so easily, for such low cost ! 





Billing Errors. Acknowledge mistakes by Accounting Reports. End delay of typing 
crossing out incorrect figures on original and proofreading monthly balance sheets, 
bill, inserting correct ones. Accuratecopy similar detailed reports. Speed delivery 
mailed to customer shows graphic evi- with error-free copies of worksheets 
dence of correction. made in 4 seconds. 





Auditing. Eliminate errors of hand-copy- Public Relations. Copy pertinent articles, 
ing from active records. Copy even full helpful information, in seconds. Mail 
size ledger sheets in just 6 seconds. Orig- copies to clients. Your ‘““Thermo-Fax’”’ 
inal documents stay active. Audit at Copying Machine adds an extra client 


your convenience. service inexpensively. 
y P y *Trade Mark 
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JMEINNESOTA JVJINING AND ]VJANUFACTURING #90437 
OF CANADA LIMITED, BOX 757, LONDON, CANADA 
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$1,000,000 IS LOOKING 
FOR A PROGRESSIVE COMPANY THAT 
NEEDS "WORKING MONEY" 


You don't have to merge, give away equity, dilute profits, or get new voices 
in management. 


If your business is suffering from growing pains, we can help. 
It is a familiar story that a business grows to the point where money becomes 
scarce for various reasons. 


Our officers are alert to growth potential and will study your problems and 
find an understanding responsive financing method. 


Turn your tied-up money into working money. 
If you sell on 30 to 60 day terms we can supply you with working money to 


an amount generally limited only by your volume, and your management retains 
full operating control without suffering interference from us. 


Our costs are low, only 6% per annum. Our profit is made from a small 
service charge of 1% to 2'2% per invoice which is charged only once. If 
you give a 2% ten day discount to your customers at present you have 
our fee built into your costs. Therefore our services will cost you nothing. 


If you need money you can borrow up to 90% on your accounts receivables; 
up to 75% on your inventories and loans on machinery or plant. We will be 
glad to confer with you about your financing problems or for further informa- 
tion in confidence write to: 


Inter-Provincial Commercial Discount Corporation Limited 
164 Eglinton Ave. E. . Toronto 12, Ontario . HU 1-5285 








Fifth Summer School in Accountancy 


July 6 through July 31, 1959. 


Students who have been preparing for their Intermediate or 
Final Professional Accountancy examinations outside the university 
are invited to complete their studies by attending the fifth Summer 
School in Accountancy. 

The school’s expressed aim is to give a short period of full 
time university education in accountancy to students resident on 
the campus. While the examination requirements of the profes- 
sional bodies are studied throughout, the school offers pre-emi- 
nently a broad education in Accounting and Auditing. The syllabus 
followed will be that officially announced for the Intermediate or 
Final Chartered Accountants’ examination, as the case may be. 

Classes will be held each day, for six hours, from Monda' 
through Friday, the week-ends being left free. Professor Kenneth 
F. Byrd will direct the school, assisted in the lecturing by members 
of the School of Commerce and other experienced professors. 

Apply promptly to the Secretary, School of Commerce, Sum- 
mer School in Accountancy, McGill University, Montreal. 
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CLASSIFIED ADVERTISEMENTS 

All replies to box numbers should be sent to 

The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 13th of preceding montb 


CHARTERED ACCOUNTANT with small 
practice in Toronto wishes to discuss possi- 
bilities of merger with practising firm in 
same position. Box 868. 


YOUNG, PROGRESSIVE, JEWISH Chart- 
ered Accountant, small practice, desires po- 
sition offering prospects of eventual de- 
velopment to partnership basis, Toronto. 
Box 874, 


CHARTERED ACCOUNTANT with small 
Toronto practice wishes to discuss possibili- 
ties of merging practices or sale of his 
practice. Box 871. 


WELL-ESTABLISHED small firm of chart- 
ered accountants is desirous of purchasing 
a small practice in Toronto or admitting 
a sole practitioner. Box 869. 


ACCOUNTING PRACTICE WANTED: 
For Montreal and vicinity. By direct pur- 
chase or succession arrangement. Box 865. 


ACCOUNTING PRACTICE WANTED: 
Chartered Accountant wishes to purchase 
small accounting practice in Hamilton, Ont. 
Box 878. 


CHARTERED ACCOUNTANT wanted to 
administer small practice in Montreal. 
Genuine partnership opportunity. Write 
giving full particulars. Box 875. 


CHARTERED ACCOUNTANT WANTED: 
Firm of Chartered Accountants in expand- 
ing City of approximately 50,000 offers 
good opportunity. Partnership within a 
reasonable time to satisfactory applicant. 
Reply giving full particulars to Box 872. 


SCOTTISH C.A. seeks challenging position 


in industry or profession, Vancouver lo- 
cation desired. Educated in U.K. Two 
years post-qualifying experience in large 
Canadian professional firm. Arriving in 
Vancouver June or earlier, if necessary. 
Presently in Toronto. Box 876. 


CHARTERED ACCOUNTANT, B.Com. 


degree, hroad professional insurance and 
municipal exnerience, requires position, 
available immediately. Box 837. 





A LARGE CANADIAN industrial company 
with multi-plant operations has an attrac- 
tive opening in its comptroller’s division 
for a recent graduate. Work involves in- 
dustrial accounting, special accounting 
studies, and systems and procedures. This 
position presents a challenging opportunity 
for a competent, ambitious person to pro- 
gress with a soundly managed, rapidly 
growing company. Salary will be com- 
mensurate with qualifications and experi- 
ence. Reply to Box 870. 


CHARTERED ACCOUNTANT WANTED: 
Toronto Chartered Accountant offers good 
opportunity to young graduate. Eventual 
partnership to right man. Give full par- 
ticulars. Box 867. 


POSITION WANTED: C.A., age 31, in an 
accounting practice in the Toronto area, 
leading to partnership or an agreement for 
succession. Box 877. 


YOUNG MAN 24-32: Accountancy train- 
ed with a flair for office systems to be 
trained in a salaried position as a systems 
sales representative in the Toronto area. 
This is an excellent opportunity with an all 
Canadian business forms, equipment com- 
pany. All replies will be acknowledged and 
treated in strict confidence. Box 873. 


ACCOUNTING SUPERVISOR required by 
rapidly expanding auto and casualty insur- 
ance company with division offices in vari- 
ous Ontario centres. Toronto location. 
Duties include: supervision of complete 
head office accounting function including 
responsibility for accounting staff, payroll, 
preparation of financial statements, coordi- 
nation with tabulating, investment records, 
review and improvement of various ac- 
counting methods and procedures. Candi- 
dates with C.A. or university degree in 
Commerce and Finance preferred. Two to 
three years related experience. Successful 
candidate will have opportunity to work in 
conjunction with present incumbent for sev- 
eral months. Salary is open and will be 
commensurate with qualifications and re- 
sponsibilities of the position. Generous 
pension plan and other benefits. Please 
reply in writing only giving full details to 
Personnel Manager, Cooperators Insurance 
Association, 30 Bloor St. West, Toronto. 
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BARRISTERS AND SOLICITORS : 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
* LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - : Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 
Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 
Royal Bank Building - - - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 
Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - -  -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 





MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 
2236 Albert Street ; ‘ ‘ Regina, Sask. 
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LIFE INSURANCE 


MERTON DURANT — ROSS DURANT 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 830 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN ~ J. ROGER FLUMERFELT 
Chartered Life Underwriters 
GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 St. James St. WEstT MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 
SUN LIFE OF CANADA 
Sun Lire Bum_pinc MonTREAL, QUE. 


ELDER, DONALDSON & CROFTS 
Chartered Life Underwriters 
CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
Licensed with The London Life Insurance Company 


25 Kinc Sr. West Toronto, Ont. 


Blank, per 50 of either .. $1.00 
Inventory 
Blank, per 100 of either... $2.00 

and 
Available in English or French 


Liability _ in Blank only. 


Certificates Postage or exprese collect 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 
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... they're natural partners! 


Integrated Data Processing — IDP — is the modern 
automation method of mechanizing paperwork. By a 
single typing, paperwork can be integrated between 
locations through teletype. Thus, with IDP ard BELL 
TELETYPE you can distribute data (orders, reports, 
etc.) across the city or across the country through 
one simple operation. 


Moreover, this time-saving method is based on 
today’s modern “mechanica! languages’’, so the tape 
shown here can actuate many business machines, 
increasing still further the usefulness of IDP. 


With maintenance service as close as your local 
telephone office, BELL TELETYPE is your dependable 
communications component of IDP systems. 


Consult Bell on how data processing can be integrated 
between offices, factories and warehouses. 
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For the booklet “BELL TELETYPE’S Place In Your IDP Program”, 
write or phone (collect) to: 
MONTREAL — 1060 University St. 

Tel. UN 6-3911—Ext. 2981 
TORONTO — 393 University Ave. 

Tel. EM 8-3911—Ext. 2151 
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WHATEVER YOU DO THERE'S ONE FOR YO 


To meet any and all business needs, Burroughs offers the most comple 
line of adding machines anywhere. Whether you choose a ten key, a fi 
keyboard, or a thrifty hand-operated model, Burroughs built-in accura 
and dependability are always present. 

Other Burroughs trademarks—speedy, quiet, simple operation, ai 
shadow-touch ease of key depression are yours, too. Other bonuses: 
self-repeating multiplication key, and—in the electric models—insta 
credit balances. All models available in a wide range of capacities, a! 
electric models in your choice of four pleasing colors. 


For a free demonstration just phone our nearest branch or deald 
Burroughs Adding Machine of Canada, Limited. Factory at Winds 
Ontario. , 

Burroughs—TM 


Burroughs adding machine: 
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